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Executive Summary

SB/SE requested this sudy to test quickly the usefulness of the UI-DIF Formulas.
Unreported Income (UI) formulas were developed by the Office Of Researchto
identify returns with unreported income, not dready identified by computer matches.
Study results were requested within severa months without relying on new exams.
Studies relying on new exams require severd years to complete and evauate.

Eleven experts in unreported income classified 400 returns in eight activity codes.
In each activity code, the experts classified 50 returns, 25 returns from the top two
percent Ul Scores and 25 returns from the bottom 50 percent Ul Scores. All information
about the Ul Scores was shidded from the classifiers.

Each dassfier answered the question, “ Should The Return Be Examined For
Unreported Income?’, “Yes or ‘No’. Responses were tabulated for each activity code.
Conditions necessary to vdidate the Ul Scores were as follows:

(1) A drong association between ‘Yes and high Ul Scores, and
(2) A gtrong association between ‘No’ and low Ul Scores.
Week associations would fail to validate the Ul Scores.

The frequency that classifiers recommended areturn for audit defined an Audit Sum.
Audit Sums (audit frequencies) vaidated the UI-DIF Formulas for each activity code.
In each activity code, returns with high Ul Scores were identified most often for audit,
while returns with low Ul Scores were identified least often for audit. Overall results
were the sum of results for each activity code and follow for optima Audit Sums:
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Ul SCORES YES NO TOTAL

Top 2% 188 12 200

Bottom 50% 40 160 200

TOTAL 228 172 400

Overdl, 188 of the 200 returns with high Ul Scores were identified for audit, and 160 of
the 200 returns with low Ul Scores were accepted asfiled. The associations were very high.
UI-DIF Formulas were vaidated in each activity code tested. In each activity code tested,
high Ul Scores may jutify probes for unreported income that might otherwise be prohibited.

High Ul Scores could be used to salect returns for examination Classfication in the fidd,
however, is different than classfication in this sudy. In thefidd, only returns with high Ul
Scores are classfied and cdlassfication is by one dassfier only. Field smulations suggested
that Ul-DIF Formulas are highly recommended for Nonfarm Business Activity Codes 535 to
537, are marginaly recommended for Farm Business Activity Codes 538 and 539, and are
not recommended for Nonbusiness Activity Codes 532 to 534, at thistime.
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Background

Unreported Income (UI) DIF Formulas® were developed by the Office of Research.
The customer for UI-DIF Formulas is Centraized Workload Selection and Ddlivery,
Compliance Policy, SB/SE.

UI-DIF Formulas were developed from the most recent TCMP Survey of Individuals?,
and were developed for Activity Codes® 532 to 539. Activity Codes 530 and 531 were not
included because they displayed too few sample returns with non-1RP unreported income,
i.e. income not computer verified in the Information Returns Processing (IRP) program

Ul Formulas were developed using the DIF methodology, a proven technique for
workload selection. Workload was defined as returns with non-1RP unreported income.
Returns with high Ul Scores are expected to yield unreported income much more often
than returns with lower Ul Scores.

High Ul Scores may justify probes for unreported income that might otherwise be
prohibited. Legidation enacted in RRA 98 dated, “The Secretary shdl not use financia
gtatus or economic redity examination techniques to determine the existence of unreported
income of any taxpayer unless the Secretary has a reasonable indication that thereisa
likelihood of such unreported income™* High Ul Scores may satisfy this requirement to
provide ‘a reasonable indication that there is alikelihood of such unreported income'.

! The DIF methodology is a proprietary IRS enhancement of the statistical technique, Dlscriminant Function (DIF).
DIF involvesthe intensive preprocessing of continuous datainto wide intervals and a pooled covariance matrix.

2 Thell1-10 TCMP Survey involved Tax Y ear 1988 Individual returnsfiled in Processing Y ear 1989.

3 Individual returns are arranged by IRS among ten homogeneous, mutually exclusive exam classes.
The ten exam classes define Activity Codes 530to 539. Individual Activity Codes are defined in terms
of Total Positive Income (TPI) on Forms 1040,1040A, and 1040EZ and in terms of Total Gross

Receipts (TGR) on Schedules C and F. Abridged definitionsfollow for Activity Codes 530 to 539:

Nonbusiness 530 — 1040A/EZ Type with TPI under $25,000.
531 — 1040 Type with TPl under $25,000 and TPI greater than TGR.
532 — 1040 Type with TPl $25,000 under $50,000 and TGR under $25,000.
533 — 1040 Type with TPl $50,000 under $100,000 and TGR under $25,000.
534 — 1040 Type with TPI $100,000 and over, and TGR under $100,000.

Nonfarm Business 535-— 1040 (C-TGR > F-TGR) with TGR under $25,000 and TGR greater than TPI.
536 — 1040 (C-TGR > F-TGR) with TGR $25,000 under $100,000 and TPI under $100,000.
537 — 1040 (C-TGR > F-TGR) with TGR $100,000 and over.

Farm Business 538 - 1040 (C-TGR < F-TGR) with TGR under $100,000 and TPI under $100,000.
539 — 1040 (C-TGR < F-TGR) with TGR $100,000 and over.




Study Plan

The Office of Research developed the study plan that met SB/SE requirementsto test the
usefulness of Ul Scores in severd months, without new examinations. New return
examindions require severa years to complete and evauate.

Eleven expertsin unreported income classified 400 Individua returns with very high and
low Ul Scores. All information about the Ul Scores was shielded from the classifiers. For
each return, each classfier answered the question, “Should The Return Be Examined For
Unreported Income?’, ‘Yes or ‘No’. ‘Yes and ‘N0’ responses were tabulated and associated
with high and low Ul Scores. Two conditions were necessary to validate the Ul Scores:
(1) A strong association between *Yes and high Ul Scores, and (2) a strong association
between ‘No’ and low Ul Scores. Wesk associations fail to validate the Ul Scores.

The study tested dl eight Ul Formulas (Activity Codes 532 to 539). For each activity
code, 50 returns were classified, 25 returns with high Ul Scores and 25 returns with low Ul
Scores. The 25 returns with high Ul Scores were randomly selected from among the two
percent of returns with highest Ul Scores. The 25 returns with low Ul Scores were randomly
selected from among the fifty percent of returns with lowest Ul Scores. The experts
classfied returns with no knowledge that Ul Scores were involved in this study.

Eleven expertsin unreported income classified 400 returns (50 returns per activity code,
for eight activity codes). In Phase 1, facamile returns were classfied for Tax Y ear 2000
and for the two prior years® This paper islimited in scope to the Phase 1 results.

Phase 2 tested classification with facsimile returns, with case building tools,” and with
origind returns. Origind returns may include line items not displayed on facamile returns,
as some line items were not transcribed during return processing. Phase 2 results are outside
the scope of this paper.

Procedures For Collecting Data

The research proposal for the Ul Study was prepared by the Office of Research. The
proposal included ingtructions for sdecting the 400 sample returns and guidelines for data
collection. Appendix E contains the research proposal for the Ul Study.

Data was collected by two experienced researchers; (1) arepresentative of SB/SE
Compliance Policy in DC (Rep-DC), and (2) arepresentative of SB/SE Research in Denver
(Rep-Denver). The Rep-DC and Rep-Denver preserved the integrity of the Ul Study by
enforcing the following guiddines

4 The IRS Restructuring and Reform Act of 1998, Code Sec. 7602, “Examination Of Books And Witnesses”,
(e), “Limitation On Examination On Unreported Income.”

® One-sample runs tests verified the random mix of the 25 high and 25 low Ul Scoresin each activity code.

® Facsimile returns for Tax Y ear 2000 and for the two prior years were printed by MACS (Midwest
Automated Compliance System).

" Case building tools provide classifiers with related return information fromIDRS and with third party
information fromCBRS and Choice Point.



1. The Rep-DC and the Rep-Denver were the only persons to communicate with the
eleven classfiers on items pertaining to the Ul Study.

2. Classfierswereingructed NOT to discuss the returns, the classification process,
nor the study in genera, with anyone other than the Rep-DC or the Rep-Denver.
Communications about the study were public and were observed by dl classfiers.

3. Each dassfier was provided their own set of returns. Returns were classified in
the same order for each activity code.

4. Classfiersindependently reviewed each return and recorded if it should (or
should not) be examined for unreported income. Results of classfication were
recorded on a scorecard. Appendix A contains a sample scorecard.

5. Classfierswereingructed to safeguard their scorecards. Whenever scorecards
were not in use, they were collected and secured by the Rep-DC or Rep-Denver.

6. Completed scorecards were sent to the Office of Research for analysis and a report
of findings

Procedures For Treating Data

1. Classfication By Experts

Scorecards were used by the experts to classify the 50 returns in each activity code.
Eleven experts generated 88 scorecards (11 scorecards for each of eight activity codes).
Scorecards were tabulated and andized in two-by-two tables. Two-by-two tables displayed
(2) countsof “Yes’ and “No” unreported income, with (2) counts of high and low Ul Scores.
A satistical test of independence of classification? was applied to each table. Chi-Square
was caculated, and when it was greater than 3.841, tables were Satisticaly sgnificant
(i.e. the probability of such counts occurring randomly was less than five percent). °

Appendix B contains the responses of each classifier and their average responses for each
activity code. Classfier responses were tabulated and tested for statistical significancein a
two-by-two table, asin Figure 1.

8 Charles T. Clark and Lawrence L. Schkade, Statistical Analysis For Administrative Decisions (Cincinnati:
South-West Publishing Co., 1974), pp. 376-378.

® The statistical test of independence of classification follows:

1. Ho: Hypothesis- Responsesof “YES’ and “NO” to examine returns for unreported income were
independent of High and Low Ul Scores.

2. Hj Alternative Hypothesis- Responses of “YES” and “NO” to examine returnsfor unreported
income were associated with High and Low Ul Scores at levels that were statistically significant.

3. A fivepercent probability if H, occurring randomly requires a Chi-Square of 3.841. (one degree of
freedom).

4. Criterion: Reject Hy (Accept Hp) if Chi-Square > 3.841.

Reference: Clark and Schkade, loc. cit.



Figure 1

Activity Code 53X,
Tabulation Of Classifier Responses

"YES" "NO"
Ul SCORES Ul Ul TOTAL
Top 2% XX XX 25
Bottom 50% XX XX 25
TOTAL XX XX 50

2. Classfication By Mgority Audit Sum

Returns were dso classfied by Audit Sum. An Audit Sum was the frequency with
which the eleven classifiers recommended a return be examined for unreported income.
The maximum Audit Sum was deven; dl deven classfiers recommended auditing a
return. The minimum Audit Sum was zero; no classfiers recommended auditing areturn.

Appendix C contains classfication by mgority Audit Sums of Sx or more. Six or more
dassfierswere amgority. For each return, classfication by Mgority Audit Sum resulted
in one of two outcomes; (1) audit the return if the Audit Sum was Sx or more, or (2) do not
audit the return if the Audit Sum wasfive or less. Audit Sums were tabulated and tested for
satigtica significance'® in atwo-by-two table, asin Figure 2.

Figure 2

Activity Code 53X
Classification By Majority Audit Sums GE 6

Audit Sum ...
Ul SCORES GE 6 LES TOTAL
Top 2% XX XX 25
Bottom 50% XX XX 25
TOTAL XX XX 50

10 The statistical test of independence of classification follows for majority responses:

1. Ho: Hypothesis- Six or more Classifiersresponding "YES' (to examine returns for unreported
income) or “NO” (to accept returns as filed) were independent of High or Low Ul Scores.

2. Hg Alternative Hypothesis- Six or more Classifiers responding "YES" (to examine returns for
unreported income) or “NO” (to accept returns as filed) were associated with High or Low Ul
Scores at levelsthat were statistically significant.

3. A fivepercent probability if H, occurring randomly requires a Chi-Square of 3.841. (one degree of
freedom).

4. Criterion: Regect H, (Accept Hyp) if Chi-Square > 3.841.

Reference: Clark and Schkade, loc. cit.



3. Classfication By Optima Audit Sum Cutoff

Audit Sums were used as a scoring syssem. The 50 returns in each activity code were
sorted by Audit Sums, highest to lowest, from Audit Sum 11 to Audit Sum zero. With no
other information for return selection, one might logically select an Audit Sum cutoff of Six;
selection by amgority of classfiers. However, with Ul Scores as additiond information,
the optimal Audit Sum cutoff was derived for each activity code.

Among the 50 returns in each activity code, 25 had high Ul Scores and 25 had low Ul
Scores. |If there were an association between Ul Scores and Audit Sums, it should be evident
at the Audit Sum cutoff that evenly split the inventory at about 25 returns. Audit Sum cutoffs
could range from one to deven. If classfiers, on average, selected 10 of the 50 returns for
audit, the Audit Sum cutoff could be aslow asone. On the other hand, if classfiers on
average, selected 40 of the 50 returns for audit, the Audit Sum cutoff could be as high as 11.

The optima Audit Sum cutoff was determined using the Chi-Square statistic. At each
dternative cutoff of one to eeven, Chi- Square was computed to measure the association
above and below the Audit Sum cutoff with the number of high and low Ul Scores. The
cutoff with the grestest value of Chi-Square was defined as the optimal Audit Sum cutoff. 11

Appendix C contains summary results for the dternative cutoffs of one to eleven.
The cutoff with the largest value of Chi-Squarein Appendix C isfully displayedin
Appendix D, for each activity code.

Obsarvations

1. Average Responses

Appendix B contains the average responses of classfiersfor each activity code.  Average
responses are summarized in Table 1.

In Table 1,12 average responses varied widdly by activity code grouping. Nonbusiness
Activity Codes 532, 533, and 534, displayed the lowest number identified for audit. However,
amog dl the returns identified for audit had high Ul Scores. Only 11 to 13 returns were
identified for audit, while 9 to 12 of these returns displayed high Ul Scores, on average.™
The responses of dl classfiers were datigtically sgnificant in Activity Code 532, ten were
sgnificant in Activity Code 533, and eight were significant in Activity Code 534.

1 chi-Square was applied similarly in segmentation modeling by the software package, CHAID (Chi-squared
Automatic Interaction Detector), SPSS for Windows: CHAID, Release 6.0 (Chicago: SPSS Inc., 1993).

12|n Tables 1, 2, and 3, two-by-two tables were displayed in alinear format for ease of viewing.

The following mathematical relationshipsin Tables 1, 2, and 3, may not be apparent;
1. (Top 2% under YESUI) + (Top 2% under NO Ul) = 25 for activity codes & 200 for total.
2. (Bot. 50% under YES UI) + (Bot. 50% under NO Ul) = 25 for activity codes & 200 for total.
3. (YESUI Tota) + (NO Ul Tota) = 50 for activity codes & 400 for total.

13 Average values were rounded to whole numbers in the text to ease communication and understanding.



Phase 1 "YES" Unreported Income "NO" Unreported Income

Activity Top 2% Bot. 50% Top 2% Bot. 50% Chi-
Code Scores Scores Total Scores Scores Total Square
532 11.8 13 13.1 13.2 23.7 36.9 11.508
533 10.9 0.9 11.8 14.1 241 38.2 11.081
534 9.0 1.6 10.6 16.0 234 394 6.475
535 23.7 16.4 40.1 1.3 8.6 9.9 6.825
536 22.2 9.7 31.9 2.8 15.3 18.1 13.435
537 21.1 5.7 26.8 3.9 19.3 23.2 18.984
538 16.6 7.7 24.4 8.4 17.3 25.6 6.354
539 14.5 6.9 215 105 18.1 285 4.761
TOTAL 129.9 50.3 180.2 70.1 149.7 219.8 64.048

Nonfarm Business Activity Codes 535, 536, and 537, displayed the highest number of
returns identified for audit, and, most noteworthy, this number included the bulk of returns
with high Ul Scores. Among Nonfarm Businesses, 27 to 40 returns were identified for audit,
while 21 to 24 of these returns displayed high Ul Scores, on average. The responses of eight
classfiers were gatidicdly sgnificant in Activity Code 535, while the responses of dl deven
classfierswere Sgnificant in Activity Codes 536 and 537.

Farm Busness Activity Codes 538 and 539 displayed about haf the 50 returns for audit,
while about two-thirds of this number were returns with high Ul Scores. In Activity Codes
538 and 539, the responses of only sx of the deven classfiers were satidicaly sgnificant.

Tota average responses were the sums of the average responses for each activity code.
Overdl, 130 returns of the 200 returns with high Ul Scores were identified for examination,
and 150 of the 200 returns with low Ul Scores were accepted asfiled, on average.




2. Classfication By Magority Audit Sum

Appendix C contains classfication by Mgority Audit Sums for each activity code. Results
are summarized in Table 2. Audit Sums were the numbers of classfiersthat identified each
returnfor audit. The mgority Audit Sum was Sx or more classifiers, amgority of the deven.
Classfication was gatisticaly sgnificant for each activity code.

In Table 2, classfication by Magority Audit Sum varied widely by activity code grouping.
Nonbusiness Activity Codes 532, 533, and 534, displayed the lowest number identified for
audit. Only 7 to 12 returns were identified for examination. However, all of these returns
displayed high Ul Scores.

Nonfarm Business Activity Codes 535, 536, and 537, displayed the highest number of
returns (28 to 43) identified for audit, and, most noteworthy, this number included all returns
with high Ul Scores. Asaconsequence, all returnsidentified as*No UI’ had low Ul Scores.

Farm Busness Activity Codes 538 and 539, displayed about hdf the 50 returns for audit,
and about 75 percent of these were returns with high Ul Scores.

Total results were the sum of results for each Activity Code. Overdl, 142 returns of the
200 returns with high Ul Scores were identified for examination, and 158 of the 200 returns
with low Ul Scores were accepted asfiled.

Table 2

Majority Audit Sum GE 6

"YES" Ul
Activity Audit Sums Top 2% Bot. 50% Top 2% Bot. 50% Chi-
Code GE— Scores Scores Total Scores Scores Total Sguare
532 6 12 0 12 13 25 38 15.789
533 6 10 0 10 15 25 40 12.500
534 6 7 0 7 18 25 43 8.140
535 6 25 18 43 0 7 7 8.140
536 6 25 10 35 0 15 15 21.429
537 6 25 3 28 0 22 22 39.286
538 6 19 6 25 6 19 25 13.520
539 6 19 5 24 6 20 26 15.705
TOTAL N/A 142 42 184 58 158 216 100.644




3. Classfication By Optima Audit Sum Cutoff

Appendix D contains classfication by the optima Audit Sum cutoff for each activity code.
Results are summarized in Table 3. The optima cutoff wasthat with the greatest association
between dasdfication by Audit Sumsand high and low Ul Scores. The cutoff with greatest
vaue of Chi-Square was optima. Results were Satidticdly sgnificant for dl activity codes.

In Table 3, dassfication by optima cutoff did not vary widely by activity code grouping.
Returns identified for audit varied from 24 to 36, of which 22 to 25 displayed high Ul Scores.
In every activity code, almost all the returns with high Ul Scores were identified for audit.

Nonbusiness Activity Codes 532, 533, and 534, displayed the lowest optimd cutoffs of
one and two; Nonfarm Business Activity Codes 535, 536, and 537, displayed the highest
optima cutoffs of seven to ten; and Farm Business Activity Codes 538 and 539 displayed
intermediate optima cutoffs of four and five.

Totd results were the sum of results for each activity code. Overdl, 188 returns of the
200 returns with high Ul Scores were identified for examination, and 160 of the 200 returns
with low Ul Scores were accepted as filed.

Table3
Phase 1 "YES" Unreported Income "NQ" Unreported Income
"YES" Ul

Activity Audit Sums Top 2% Bot. 50% Top 2% Bot. 50% Chi-

Code GE ... Scores Scores Total Scores Scores Total Square
532 2 22 2 24 3 23 26 32.051
533 2 24 2 26 1 23 24 38.782
534 1 25 11 36 0 14 14 19.444
535 10 22 6 28 3 19 22 20.779
536 8 25 3 28 0 22 22 39.286
537 7 24 0 24 1 25 26 46.154
538 5 22 7 29 3 18 21 18.473
539 4 24 9 33 1 16 17 20.053
TOTAL N/A 188 40 228 12 160 172 223.419




Conclusions

1. The UI-DIF Formulas were validated for Activity Codes 532 to 539.

The UI-DIF Formulas were vaidated in Table 3. In each activity code, returns with
high Ul Scores were identified most often for audit, while returnswith low Ul Scores were
identified least often for audit. Returns with high Ul Scores were dmost identicd to
returnswith high audit frequencies, and returns with low Ul Scores were dmogt identical to
returns with low audit frequencies.

NOTE: Operationd classfication in thefidd is different than classfication by 11 expertsin
unreported income. Operationdly, classficaion is by one classfier and only returnswith
high Ul Scores are classified. Average results from returns with high Ul Scores were most
gmilar within activity code groupings. Activity code groupings follow;

Nonbusiness - Activity Codes 532, 533, and 534
Nonfarm Business - Activity Codes 535, 536, and 537
Farm Business - Activity Codes 538 and 539

2. InActivity Codes 535, 536, and 537, high Ul Scores were dmost dways sdected for audit.

On average, classfiersidentified for audit over 20 of the 25 returns with high Ul Scores.
Select rates ranged from 84 percent to 96 percent among average responses (Table 1) and were
100 percent for mgority responses (Table 2) in each of the three classes. Such high sdlect rates
by expertsin unreported income suggest acceptable rates by less experienced classfiers.
Nonfarm Business Activity Codes 535, 536, and 537 were the best candidatesfor Ul Scores.

3. InActivity Codes 538 and 539, high Ul Scores were often selected for audit.

On average, dassfiersidentified for audit over hdf the returns with high Ul Scores.
Select rates were 60 and 68 percent among average responses (Table 1) and were 76 percent
for mgjority responses (Table 2) in each of the two classes. The moderate salect rates by
experts in unreported income suggest low to acceptable rates by less experienced dassfiers.
Farm Business Activity Codes 538 and 539 weremarginal candidates for Ul Scor es.

4. In Activity Codes 532, 533, and 534, high Ul Scores were often accepted as filed.

On average, classfiersidentified for audit less than hdf the returns with high Ul Scores.
Select rates ranged from 36 percent to 48 percent among average responses (Tablel) and
from 28 percent to 48 percent for mgjority responses (Table 2). Such low sdlect rates by
expertsin unreported income suggest even lower select rates by less experienced classfiers.
Nonbusiness Activity Codes 532, 533, and 534 wer e the wor st candidates for Ul Scor es.
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Recommendations

1. Chief Counsel should be prepared to defend the Ul Scores as “a reasonable indication
that thereisalikelihood of unreported income’, if Ul Scores are intended to judtify
“financid status or economic redity examination techniques to determine the existence

of unreported income.” 4

2. Nonfarm Business Activity Codes 535, 536, and 537 are highly recommended for
UI-DIF Formulas and for further testing. Nonfarm Business returns with high Ul Scores

were dmos dways dassfied for audit by expertsin unreported income.

3. Farm Business Activity Codes 538 and 539 are marginaly recommended for UI-DIF
Formulas and for further testing. Farm Business returns with high Ul Scores were
usudly cassfied for audit by expertsin unreported income.

4. Nonbusiness Activity Codes 532, 533, and 534 are not recommended for UI-DIF
Formulas, a thistime, but are recommended for further testing. Nonbusiness returns
with high Ul Scores were usudly accepted asfiled by expertsin unreported income.

14 The IRS Restructuring and Reform Act of 1998, Code Sec. 7602, “ Examination Of Books And
Witnesses’, (€), “Limitation On Examination On Unreported Income”, states asfollows:

The Secretary shall not usefinancial status or economic reality examination techniquesto
determine the existence of unreported income of any taxpayer unless the Secretary hasa
reasonable indication that thereis alikelihood of such unreported income.



Appendix A
Sample Scorecard

Unreported Income Studv (Phase 1)

Activity Code:

Should The Return Be Examined

Classifier: For Unreported Income?
Seq# TIN YES NO
1 XXXXXXXXX
2 XXXXXXXXX
3 XXXXXXXXX
4 XXX XXXXXX
5 XXXXXXXXX
6 XXXXXXXXX
7 XXXXXXXXX
8 XXXXXXXXX
9 XXXXXXXXX
10 XXXXXXXXX
11 XXXXXXXXX
12 XXXXXXXXX
13 XXXXXXXXX
14 XXXXXXXXX
15 XXXXXXXXX
16 XXXXXXXXX
17 XXXXXXXXX
18 XXXXXXXXX
19 XXXXXXXXX
20 XXXXXXXXX
21 XXXXXXXXX
22 XXXXXXXXX
23 XXXXXXXXX
24 XXXXXXXXX
25 XXXXXXXXX
26 XXXXXXXXX
27 XXXXXXXXX
28 XAXXXXXXX
29 XXXXXXXXX
30 XXXXXXXXX
31 XXXXXXXXX
32 XXXXXXXXX
33 XXXXXXXXX
34 XXXXXXXXX
35 XXXXXXXXX
36 XXXXXXXXX
37 XXXXXXXXX
38 XXXXXXXXX
39 XXXXXXXXX
40 XXX XXXXXX
4] XXXXXXXXX
42 XXXXXXXXX
43 XXXXXXXXX
44 XXXXXXXXX
45 XXXXXXXXX
46 XXXXXXXXX
47 XXXXXXXXX
48 XXXXXXXXX
49 XXXXXXXXX
50 XXXXXXXXX




Appendix B

Aver age Responses By 11 Classifiers




Unrerported Income Study (Phase 1)

Activity Code: 532

Should The Return Be Examined
For Unreported Income? (1=YES) {0=N0O)

Seq 4]l TOP CLASSIFIER ...

# Score | 2% 123|485 ||B|[Z[]8]]9]j10]{11
1 1868 1 BRI ERIERIENIER I ER I ERIERIENIE!
2 1635 1 allaof|lo|lao]la|]lef]lo]la]la]]lo]la
3 1365 1 HIERIER I RN ERIER I ER I RN ERIERIE!
4 223 a ofjloflojlo]lof]lof]lo]fo]lof]lo]||lo
5 223 1] ofllof]loflo]lof]lof]lo]fo]|o]|]lo]||lo
] 223 a ofjoflojlo]lof]loflo]fo]lof]lo]||lo
7 223 1] ollof]loflo]|of]lof]lo]f1]|o]]lo]||lo
8 223 a ofjoflojlo]laof]loflo]fr]lof]lo]|lo
9 223 i] ollofloflo]lo|]lof]lo]fo]|o|]lo]||o
10 1707 1 ol le bbb e
11 223 1] ofllof]loflo]lof]lof]lo]fo]|o|]lo]||o
12 1707 1 ol (ol ]lof]lofla]fo]lof]lo]||lo
13 1385 1 Tl lo [ ]]of]lof]lo]f1]]of]la]]lo
14 1385 1 Ao flol[a o]l {lolfa ] l]la]lo
15 1707 1 114 lollallal]lof]la]lfa]lal]lo]|]la
16 223 1] ofjofla|lo]lof]lof]lo]fr]lof]lo]|lo
17 1386 1 1llofloflallallefl1]f1]la]]lo]|]la
18 1386 1 T Lo o]0
19 1707 1 all4(|lollallal]lof]lo]fa]lal]lo]|]la
20 223 1] ofloflojlo]lof]lof]lo]fo]lof]lo]||lo
21 223 u] ofloflo|]lo]|lo]||lo]lfoffof|lao]]lo]]o
22 223 1] ofjoflof[r]|of]lof]lo]fo]lof]lo]||lo
23 223 a oflof]a ol|of|lo]]o]]o||lo||[o]|lo
24 1732 1 ofjoflojlo|lof]lof]lo]fo]lof]l1]]lo
25 1603 1 oflol]lo]]o]|]lo]|]1 oflof]lo]]a 1]
26 323 1] ofjloflojlo]lof]lof|lo]fo]lof]lo]||lo
27 1676 1 oflof]a o] 1 ofl 1 1 1]
28 323 1] ofloflojlo]lof]lof]lo]fo]lof]lo]||lo
29 223 u] oflof]lo|]lo]|lo]||o]foffa]|lao]]lo]]o
30 223 i] ofjoflof{o]|of]loflo]{o]{o|]lo]||lno
31 223 a 1 ollo|lo|]o]|lo]|{offaf|la]]lo]]o
32 1707 1 BRI RN R RN R R
33 1386 1 1 1 1 oflof]lo]]n ol 1 1]
34 323 1] oflofloflo]lof]lof]lo]fo]lof]lo]||lo
35 223 u] oflof]lo|]lo]|]lo]lo]lo]f1 ollo]|]o
36 323 1] ofloflojlo]lof]lof]lo]fo]lof]lo]||lo
37 223 i] ollof|lollaollal]lef]le]f1]]a]]lo]lo
38 20585 1 Tlofla [ lof]lo o]l ]lof]la]][n
39 223 1] allalla{lallal]la o]l ][ ]]la]]lna
40 2183 1 1Tl |{o]lof]loflo]f1]{of]l1]]0
41 1478 1 1llallol[a]lal]la ]l ]]al]la]]lna
42 1707 1 BN ERIEN I ERIER I RN I R RN RN R
43 223 1] ollaol|lollao]la|]lef]lo]la]la]]lo]la
44 1385 1 Tloflollollaf]la o]l ]la]lo
45 1707 1 ol e[ ]]of]leflo]fo]l1]|]la]]lo
48 223 1] ofjofloflo]lof]lof]lo]fo]lof]lo]||lo
47 1707 1 ofljlofloflo][+|]lefla]f1]|o]l]lo]||lo
48 1603 1 ofjoflojlollof]loflo]fr]lof]la]lo
49 223 a ofllofloflo]lof]lof]lo]fo]|o|]lo]||lo
50 1611 1 ofla (a1 ]|oflofla]f1]]of]la]|l0

(VES U} & (Top 2%)
YES Ul Tatal

(MO U & (Bottom 50%)
NO Ul Total

14 1419 | 13
15 0141120 14

|
-
-

12/ 16| [10] /19
12 12012211 20

|

2425 22 24 25 24 25 19 |24 24
35 36 38 36 43 33 38 28 |39 30

iy

25
45
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11.82
13.09

23.73
36.91

Activity Code 532

Average Responses

Chi-Square

WES” Ul "NO” UL
Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50% Total
Classifier 1 14 1 15 11 24 35
Classifier 2 14 a 14 11 25 36
Classifier 3 o 3 12 16 22 38
Classifier 4 13 1 14 12 24 36
Classifier & 7 ] T 13 == 43
Classifier 6 11 1 12 14 24 35
Classifier 7 12 ] 12 13 25 38
Clagsifier 8 16 G 22 ] 19 28
Classifier 8 10 1 11 15 24 c]
Classifier 10 19 1 20 5] 24 30
Classifier 11 5 o 5 20 25 A5
Classifier Averages 11.82 1.27 13.09 13.18 2373 36.91
WES™ “NO"

Ul SCORES Ul Ul TOTAL

Top 2% 11.82 13.18 25

Bottom 50% 1.27 23.73 25

TOTAL 13.09 36.91 50

1. Ha: Average Classifier responces were independent of High or Low Ul Scores.

2. Ha: Awerage Classifier responces were associated with High or Low Ul Scores.

3. Fandom chance, no greater than 5%, requires a chi-square value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

"YES" Ul & Top 2%
"YES" Ul & Bottom &(

"MO" UL & Top 2%

"MNO" Ul & Bottorn S0°

Computation of Chi-Square

Obsered Expected

(0 (El (O-E) (O-Ef | (0-BNE

11.8182  B.5455 02727 278017 4.247

1.2727 5.5455 5.2 27.8017 4.247
13.1818 | 18.4545 @ -5.2727 27807 1.508
237273 | 18.4545 | 5.7 27.8017 1.506

Chi-Square: 11.508

16.095
19.444
3.947
14.286
5.140
10.965
15.789
5.117
9.441
27.000
5.556

AA



Unrerported Income Study (Phase 1)

Activity Code: 533

Should The Return Be Examined
For Unreported Income? (1=YES) {0=N0O)

Seq 4]l TOP CLASSIFIER ...

# Score | 2% 12131466 Z][8]]9]}10]11
1 2272 1 Allofla [ ]]of]laf]o]fo]lo|]lo]||lo
2 380 i] allof|lo|lao]la|]lef]lo]la]la]]lo]la
3 380 1] ofllof|loflo]lof]lof]lo]f1]|o]|]lo]||lo
4 1777 1 ol (e llollaf]la o]l ]laf]la]lo
5 1693 1 ol ]loflo]lof]laf]lo]fo]lol]la]]lo
] 352 a ofjoflojlo]lof]leflo]fo]lof]lo]||lo
7 352 1] ollof]loflo]|of]lof]lo]fo]|o]|]lo]||lo
8 1742 1 T o lefleflafalaf]la]]lo
9 1824 1 IR ERIER I RN ER I ER I BRI KRR
10 1782 1 o lef]lefle]fr]|of]lo]|lo
11 18495 1 1ol [ ]]of]laf]|o]fo]|o]|]lo]||lo
12 352 1] ofjoflojlo]|of]lof]lo]fo]lof]lo]||lo
13 1824 1 ol lo ot ba el
14 380 1] ofjofloflo]lof]lof]lo]fo]lof]lo]||lo
15 380 1] 1lloflollall1|]lof]la]lfa]lal]lo]|]la
16 1768 1 ol f]lollo]llof]loflo]fo]lof]l1]]lo
17 352 1] allofloflallal]lof]lo]fa]la]]lo]|]la
18 380 1] oflofloflo]lof]lof]lo]fo]lof]lo]||lo
19 2085 1 IHIERIER IR ER I ER I ER I ERIERIE!
20 1741 1 ofjlofloflo]laf]lafla]fo]lof]l1]]lo
21 1663 1 ol oflof]lo]f] oflof]a 01
22 1780 1 ofjofloflo]lof]loflo]fo]l1]|]lo]|lo
23 352 a oflo|]lo|]o]lo]||o]foffaf|lao]]lo]]o
24 1781 1 ol f]loflollof]loflo]fo]lof]l1]]lo
25 380 o oflof]lo]]o]|lo]||o]lfoffa]|lao]]lo]]o
26 380 1] ofjloflojlo]lof]lof|lo]fo]lof]lo]||lo
27 15832 1 1 1 1 oflof]lo]]n oflof]a 1]
28 1808 1 BRI ER IR ER I NI R AR
29 378 u] oflof]lo|]lo]|lo]||o]foffa]|lao]]lo]]o
30 380 i] ofjoflof{o]lof]loflo]{1]{of]lo]||lno
31 380 a oflo|]lo|]lo]lo]||o]|foffaf|lao]]lo]]o
32 352 1] 1l]of]lojlo]|lof]lof]lo]fo]lof]lo]||lo
33 380 u] oflof]a ollo|] 1 oflof]lo]|]o
34 1701 1 ol (lollo]lof]loflo]fo]lof]l1]]lo
35 1914 1 1 1 oflof]lo||lo]]o]lao]]1 1 1]
36 362 1] ofloflojlo]lof]lof]lo]fo]lof]lo]||lo
37 1697 1 Ao llallalleflalla 2]l ]]n
38 380 1] ofjofloflo|lof]lof]lo]fo]lof]lo]||lo
39 1765 1 alla ol ]lal]lafla]lalla]]la]]lna
40 362 i] 1l]oflof{o]|of]loflo]{fo]{o|]lo]||ln
41 352 i] allof|lollao]lal]lef]lo]fa]la]]lo]la
42 1628 1 ofjlofloflo]lof]loflo]fr]lof]la]lo
43 380 1] ollaol|lollao]la|]lef]lo]la]la]]lo]la
44 1895 1 ofjloflojlo]lof]loflo]f1]lof]la]|lo
45 2328 1 BRI RN RN I RN I R RN R
48 1824 1 IR RN R RN RN RN R
47 1698 1 Tllo e[ el
48 352 1] 1l]oflo|lo]lof]lof]lo]fo]lof]lo]||lo
49 352 a ofllofloflo]lof]lof]lo]fo]|o|]lo]||lo
50 380 i] ofjof|loflo]|of]loflo]{fo]{o|]o]|0

(VES U} & (Top 2%)
YES Ul Tatal

(MO U & (Bottom 50%)
NO Ul Total
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10.91
11.682

24.09
358.18

Activity Code 533

Average Responses

WES” Ul "NO” UL

Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50% Total Chi-Square
Classifier 1 12 4 16 13 21 34 5882
Classifier 2 17 a 17 =] 258 33 25755
Classifier 3 7 1 o] 13 24 42 5357
Classifier 4 g a g 17 258 42 9.824
Classifier & 4 1 5 21 24 A5 2.000
Classifier 6 14 1 15 11 24 35 16.095
Classifier 7 11 1 12 14 24 38 10.965
Clagsifier 8 =) 2 11 16 23 39 5711
Classifier 8 10 1] 10 15 == 40 12,800
Classifier 10 20 1] 20 o 2a 30 33.333
Classifier 11 g o g 17 25 42 0524
Classifier Averages 10.91 0.91 11.82 14.09 24.08 3818 [l

WES™ “NO"
Ul SCORES Ul Ul TOTAL
Top 2% 10.91 14.09 25
Bottom 50% 0.91 24.09 25
TOTAL 11.82 38.18 50

1. Ha: Average Classifier responces were independent of High or Low Ul Scores.

2. Ha: Awerage Classifier responces were associated with High or Low Ul Scores.

3. Fandom chance, no greater than 5%, requires a chi-square value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

"YES" Ul & Top 2%
"YES" Ul & Bottom &(

"MO" UL & Top 2%

"MNO" Ul & Bottorn S0°

Computation of Chi-Square

Obsered Expected

(0 (El (O-E) (O-Ef | (0-BNE
10.9021 5.9091 50000 250000 4,231
0.9091 f.9091 -5.0000 260000 4231
14.0909 19,0909 -5.0000 25.0000 1.310
24 0909 19 0909 5 0000 26 0000 1.310

Chi-Square: 11.081



Unrerported Income Study (Phase 1)

Activity Code: 534

Should The Return Be Examined
For Unreported Income? (1=YES) (0=N0O)

Activity Code 534

Average Responses

Seq 1]l TOP CLASSIFIER ... ALUDIT

# Score | 2% 12131415 {B{7Z[[8]/3]{10([11 SUM YES™ Ul “NO™ Ul

1 1507 1 T{ojojjojjojrfofjfr{/ofj1]o 4 Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50% Total Chi-Square
2 1374 1 ojfojjofjoj(ojjofjoflojfojj1(]o 1

3 1534 1 1ljajojjojjaofjofjojfrjjafj1j/o 3 Classifier 1 16 G 22 9 12 28 8.117
4 1535 1 T o fpajfrjafp1jlo 7 Classifier 2 13 1 14 12 24 35 14.286
5 401 a 1ljajjojjojjaojjaofjojfojjaojjojlo 1 Classifier 3 g a g 17 25 42 9.824
6 375 a ajfojjofjojlojjgojjafjlojjojjiollo ] Classifier 4 & 1 =] 15 24 42 5.357
7 1423 1 ajfojjafjojjojjajjafjojfojj1|]o 1 Classifier & 3 2 5 22 23 45 0.222
8 375 a ajfojjofjoj(ojjoaflojfojjaollo ] Classifier B 11 2 13 14 23 37 5.420
9 375 a 1]joajjojjojjaojjofjojfojjaoljojlo 1 Classifier 7 2 a 2 23 25 45 2.083
10 375 a ojfojojoj(ojjojofloj/ojollo o] Classifier 8 13 a 14 12 20 32 5.556
11 1424 1 Tl e j(ojjofjafjojfrjjafp1j/o 4 Classifier 8 4 o 4 21 25 A5 4.3458
12 375 a ojfojjofjoj(ojjofjoaflojfojioflo o] Classifier 10 19 1 20 G 24 30 27.000
13 375 a ojfojjofjojjojjojjafjoj/ojjollo u] Classifier 11 ] a 3 22 25 A7 3.191
14 395 a ojfojjofjojlojiojjaflojfojjioflo o]

15 395 a ojfojjofjojjojjojjafjojjojjoljlo 0] Classifier Averages S.00 1.64 10.64 16.00 23.36 39.36 (R
16 375 a 1jofjojjojjofjofjojfrjjofjojlo 2

17 1499 1 ojfojjofjojjojjojjafj1j/ojjollo 1

18 1407 1 T e ool jlo 7

19 1379 1 ajfojjofjoj(ojjaojjafl1{/ojjt|]o 2 "YES" "NO™

20 375 a ojfojjofjoj(ojjojjaflojfojjollo o] Ul SCORES ul 1] TOTAL

21 375 a ajfojiafprjjojjajjafjoj/ojjollo 1

22 375 a ajfojjofjojlojjgjjafjojjojjollo o Top 2% 9.00 16.00 25

23 375 a ajfojjafjojjojjajjafjojjojjallo ]

24 401 a Tjofjojjojjofjofjojfrjjofjojlo 2 Bottom 50% 1.64 23.36 25

25 375 a ojfojjafjojjojjaojjafjoj/ojjollo o]

26 1440 1 ojfrjejojojoofloj/oj1(o 2 TOTAL 10.64 39.36 a0

27 385 a Tlaojojr 1 fajfojjajjoj/o 3

28 417 a Tjofjojjojjofjt{lojfojofli1ilo 3

29 1470 1 1]]ofjojjojjofjafjo]fo]jaol]jojlo 1

30 1486 1 1 T[0T ]|O]|]|1 11|00 j(o||0 5 1. Ho: Average Classifier responces were independent of High or Low Ul Scores.

31 401 a ojfojjofjojjojjojjafjojjojjaljlo 0]

32 1402 1 Offojiof{foof(oqofrjaf1rio 2 2. Ha: Average Classifier responces were associated with High or Low Ul Scores.

33 1519 1 ojfojjofjoj(ojitjjafjojfojj1|]o 2

34 295 a offojiof(ojof(oqof1j|ojaojlo 1 3. Random chance, no greater than 5%, requires a chi-square value of 3.841 or less.

35 1363 1 T oot fpajfr]ptfp1i/o 7

36 1658 1 THLUL oo b 9 4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

37 1554 1 Tl pvgjafpfpojfojjafji1j/o B

38 397 a ojfojjofjoj(ojjgojjaflojjojjiallo ]

39 1419 1 ajfojpr(pryfojprjjafjojfrjjaollo 4

40 3va 1] oflofjfoljo{{t1{{ofloflol|lo]{o]{O 1 Computation of Chi-Square

41 1649 1 Tl jejjojjaofjofjojfrjjafj1j/o 4

42 1542 1 ojfrjerojooaflojoj1(o 3 DObserved Expected

43 1362 1 Tl ojjafjofjojfrjjafj1j/o 5 [ (8)] (Ex [(D-E) (0-EF (0-E)%E

44 375 a ojfojjafjoj(ojjojafloj/ojiolla o]

45 420 a ojfrjjejojjojjojjafjr{/ojjollo 2 "YES" Ul & Top 2% 9.0000 5.3182 3.6818 13.5558 2.548

46 379 a ojfojjofjoj(ojjofjaflrjfojioflo 1 "YES" Ul & Bottorm 50 1.6364 5.3182 -3.6815 13.5558 2.548

47 1376 1 1]jofjojjojjofjafjojfo]jjaljojlo 1 "MO" UL & Top 2% 16.0000  19.6818 @ -3.6815 13.5558 0.682

48 1406 1 T ot fpojfojjofllif 7 "MO" U & Bottorm 50° 23,3636 19.6818 3.6818 13.5558 0.682

49 1436 1 T oot fpqp 9

50 1397 1 1{foflocllo]lt1|{olfalfoaflof|lo|]O 2 Chi-Square: 6.475

9

(VES U} & (Top 2%)
¥ES Ul Total

(MO Ul & (Bottom 50%)

MO Ul Tatal

16
2

19
28

14

24
36

11

8|7
8 8 13

L

25 |24||23| 123
42] 42| 45|37

[

25
48

18

20
32

E N

25
45

20

24
30

3

3 10.64
25 23.36
47 39.36



Unrerported Income Study (Phase 1) Activity Code 535
Activity Code: 535

Should The Return Be Examined Average Responses
For Unreported Income? (1=YES) (0=N0O)
Seq 1]l TOP CLASSIFIER ... ALUDIT
# Scaore 2% 1203 {allsl|ef| 18|92 [[10][11 S WES” W "NO” UL
1 963 1 1 1 1 1 1 1 1 1 1 11|10 10 Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50% Total Chi-Square
2 427 a T bt fjolo o
3 460 a T e gy fjejlo g Classifier 1 25 18 43 a i 7 5.140
4 456 a T L b e 10 Classifier 2 25 17 42 a 3 g 9.524
5 1036 1 TP L b g 11 Classifier 3 25 20 45 a =] 5 5.556
6 456 a T e efpr iy fjojlo 7 Classifier 4 23 17 40 2 =] 10 4.500
7 379 a O yfojiajprfpri[ojjaollo 5 Classifier & 21 11 32 4 14 14 5.681
8 953 1 T L b 11 Classifier B 23 22 45 2 3 5 0.222
9 43 a T ey b fprjlo 9 Classifier 7 25 23 45 a 2 2 2.083
10 S924 1 T L e b 10 Classifier 8 25 24 49 a 1 1 1.020
11 919 1 T L b 11 Classifier 8 23 16 39 2 9 11 5711
12 572 1 IHIERIENIEN IR RN RN I RN RN EEIE! 11 Classifier 10 258 G 31 a 12 19 30.645
13 485 a T et gfrgefjoffa g Classifier 11 21 G 27 4 12 23 18.116
14 449 a ojfojit oot dlojfojiallo 3
15 1019 1 T o i1 fpjlo 9 Classifier Averages 2373 16.36 40.09 1.27 g.64 =R=N (R
16 460 a 1o jjojjofjtf{rjfrjofl1jlo <]
17 957 1 IHIENIER RN IR RN RN I RN IRNIE! 11
18 953 1 T b 11
19 586 1 IHIRRIER IR RN RN IR I RN IRRIE! 11 "YES" "NO™
20 995 1 HIERIER IR RN IR I RN RN R EE! 11 Ul SCORES ul 1] TOTAL
21 i) 1 IHIERIARI RN RN AR I RN RN 11
22 427 a T oot fprjfrjafjojlo B Top 2% 23.73 1.27 25
23 427 a T i1 fjojlo 9
24 945 1 TP L b 11 Bottom 50% 16.36 8.64 25
25 427 a Tljojojojjaofjofjrjfrjjofjojlo 3
26 480 a T L b g 11 TOTAL 40.09 9.1 a0
27 480 a TP fr e 10
28 466 a ojfoe oot 5
29 460 a Tt fjog|o 9
30 886 1 1 1 1 1 1 1 1 1 1 1|0 10 1. Ho: Average Classifier responces were independent of High or Low Ul Scores.
31 932 1 TP ge ) 10
32 924 1 1 1 1 1110 ][] 1 1 1 1 1 10 2. Ha: Average Classifier responces were associated with High or Low Ul Scores.
33 i) 1 IHIENIER IR RN RN I RN RN E! 10
34 502 a offoll 1110 ][] 1 1 11[0]]0 5] 3. Random chance, no greater than 5%, requires a chi-square value of 3.841 or less.
35 872 1 IHIRRIER IR RN RN IR I RN IR 11
36 477 a NI ENIEN RN RN RN RN RN 10 4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.
37 439 a ojfojptjoj(ojirjjaflri{/ojjollo 3
38 957 1 T oot b 9
39 551 1 TP L b 11
40 456 1] Tttt lolfafr{fr{l1{loflo g Computation of Chi-Square
41 480 a ojfojjafjojojprjjaflri{/ojjolo 2
42 934 1 T efjofrgfrjafp1jlo 7 DObserved Expected
43 S30 1 NI IR RN RN AR IR RN AR 11 [ (8)] (Ex [(D-E) (0-EF (0-E)%E
44 480 a T L e b 10
45 930 1 IHIERIER IR RN RN I RN EEIE! 11 "YES" U & Top 2% | 237273 200455 3.6818 13.5558 0.676
46 427 a IHIER RN RN RN RN ! 10 "YES" Ul & Bottorm &0 163636 20,0455 | -3.68185 13.5558 0.676
47 1009 1 T 11 "MO" UL & Top 2% 1.2727 49545 -3.6815 13.5558 2736
48 572 1 T L b 11 "MO" U & Bottom 50° 8.6364 49545 3.6818 13.5558 2.736
49 439 a ojfojof oty fpr{fojjollo 4
50 AG0 i] TPttt a1 {lollo 9 Chi-Square: 6.825
(YES Ul & (Top 2%) 25| 126] 1251 (23] |21 |23 1251 [25] |23 |25] 21 Z3.73
YES Ul Taotal 43 42 45 400 (32 45 458 /49 38 F T 40.09
MO Un & (BottormS50%) 7008 5 8 14 3 /2 1.9 19 18 0.64

MO Ul Tatal el soisis 201111118123 9.91

b



Unrerported Income Study

{(Phase 1)

Activity Code; 536

Should The Return Be Examined
For Unreported Income? ({1=YES) ({0=N0O)

Seq U TOR CLASSIFIER ...
# Score | 2% 1021131411561 Z]181]12]1101/11
1 497 i] oo ojfojrjfoqfojfojfo]jo
2 456 ] o pyegfojiojfoqfrjfojfo]jo
3 746 1 Tl et jefp1 1o
4 783 1 T e e
5 459 o] Qe gfrgfrjfo]jo
6 497 i] ooy frfojfo]jo
7 727 1 T e el
8 723 1 T Lt
9 726 1 AR IR AN IR I RN IANI AN AN
10 732 1 TV ey
11 748 1 IR AN IEN IR I RN AN I RN IANIENIE
12 445 u] Olloroq[oeflrojfoqojfrlo
13 470 u] TV oo o]
14 479 8] Ojlo[roj[oflrjojfoflojfajllo
15 498 a Olloryprqfoefrypryfofojfajlo
16 753 1 TV L ey oo
17 A4 u] ojjloj(ojjoj[ofjojjoffofojfrlo
18 496 u] TV ey o
19 753 1 AR IEN IR I RN AN AN AN
20 730 1 TV v g
21 744 1 TV Loy fpag g yp]po
22 475 u] TLO Loy fproqfor]p
23 746 1 TV vy
24 506 8] T oo eflrjjojfof1]ao
25 502 1 TV v fr g
26 7ES 1 T o g
27 732 1 T Lo qfeffrjojfr1]p
28 504 1 T ey qfrfp1]po
29 456 u] ojloj[ojjoj[ofjojjojffofjojjajlo
30 505 u] T{0]1{(ofojfoflojjojfofojio
31 754 1 TV Loy
32 738 1 T Lo oo
33 496 u] TIO T [[O]o[t )1 foojp1
34 505 8] OO foefrjojfofrjfajllo
35 472 1] Ol ([ ]]oj[oflojjoffofjojjajlo
36 511 1] T Lo fr ]
37 467 u] ojloj[ajp1rj[ofrjjojfofjojfajlo
38 513 u] O ool fr ot p
39 488 a Ojloj[1]]joj[ofjojjojffofjojjajlo
40 486 o] oot eltptrefal)tt
41 753 1 TV Loy
42 7E1 1 RN RN AN RN R RN RN NN
43 g22 1 T et
44 411 u] ajlojjfojfojjojfojfojfojfo]j
45 =] 1 TO et
46 524 1 T e e
47 493 i] oo jfojlojjojfojfojfojfo]jo
48 766 1 T ea e
49 756 1 Tl e e
50 471 i) THO et gaefrqala

(YES U & (Top 2%)
YES Ul Total

(MO U & (Bottom 50%)

MO Ul Total

24
33

16
17

33

16
7

25
46

25
35

15
15

12

24
38

25
37

13
13

27

18
23

25
3

19
19

32

16
18

26

18
24

00 k= B2 00 LD

Sk mog o

o= =~ b

22.18
31.31

15.27
18.09

Activity Code 536

Average Responses

™WES™ Ul "NO™ UI
Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50%
Classifier 1 24 9 33 1 16
Classifier 2 24 9 33 1 16
Classifier 3 25 21 46 a] 4
Classifier 4 25 10 32 a] 15
Classifier 5 11 1 12 14 24
Classifier B 23 16 39 2 =]
Classifier 7 25 12 37 u] 13
Classifier 8 20 7 27 5 18
Classifier 9 25 5] 3 u] 19
Classifier 10 23 a 32 2 16
Classifier 11 19 il 26 =3 18
Classifier Averages 22.18 9.73 31.91 2.82 15.27
~ES" “NO™

Ul SCORES Ul 1] TOTAL

Top 2% 22.18 2.82 25

Bottom 50% 9.73 15.27 25

TOTAL 31.91 18.09 50

1. Hg: Awerage Classifier responces were independent of High or Low Ul Scores.

2. Ha: Awerage Classifier responces were associated with High or Low LI Scores.

3. Random chance, no greater than 5%, requires a chi-square value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

Observed Expected
(o)} (=] (C-E) (O-EY | (O-ENE

"YES" Ul & Top 2% | 221818 | 159545 @ B.2273 358.7789 2.431
"YES" Ul & Bottom 50 9.7273 159545 | B.2273 38.7789 2.431
"MO" UL & Top 2% 2.8152 9.0455 -B.2273 38.7789 4287
"MO" Ul & Bottorm 509 152727 | 9.0455 6.2273 38.7789 4.287

Chi-Square: 13.435

Chi-Square

20.053
20.053

4.348
21.429
10.965

2711
17.568
13.607
30.645
17.014
11.538

R



Unrerported Income Study

{(Phase 1)

Activity Code: 537

Should The Return Be Examined
For Unreported Income? ({1=YES) ({0=N0O)

Seq U ToF CLASSIFIER ...
# Scare | 2% 12 34lis|l6]72118113 1101111
1 920 1 Tt yjajjofp it frij1jf1
2 326 0 ofjoj(ofjlojoflojfofjojjofjojlo
3 3580 0 Tiogofjajofprjprfprfojl1i1
4 397 0 Tjfojojjofofjjo{ofpr{fojjt1i/o
5 9580 1 1 1 A A I O I
6 920 1 TP e fryptgp
7 405 0 Tiojjojjajjafjrjjofjt1fojjajjo
8 956 1 0 o A A
9 935 1 O I R T I
10 1018 1 N o A L A A
11 328 0 TOq o flafojjajl
12 957 1 T floffrq)1]po
13 966 1 Tt jojjofijprfjojfri1]p
14 396 0 Tjofrjjofofjji1(jofjoffojjajjo
15 969 1 N 1 I A O A
16 337 0 tjofjojjafjofjjr{ofpt(foj)jtjjo
17 282 0 t{lojjojjajjofjojjofjo/fojjajjo
18 390 0 o AL A e e
19 1009 1 TPy gfrypdg)1
20 969 1 TP P gyt
21 337 0 afjafprfojofftjfaojafjpt{jr{fo
22 351 0 Tjfoojjofofjjr{ofjoffojjajo
23 3582 0 ot fojofftjfojjajjofjoj/o
24 920 1 0 0 o A A A
25 326 0 ofjaj(ofojofjojfojjajjofjojlo
26 394 0 N L L L A
27 1014 1 TPy gfryptg)n
28 401 0 oo f{jojofojfofjoljlofl1|lo
29 409 0 Tt Jofp1]jofjojfojjajjo
30 935 1 T e fjoffrq1]
31 3588 0 ofjojifjojofjojfojjojjoljoj/o
32 9586 1 Tyt
33 337 0 tT{jojjojjajjofjojjofjo/fojjajjo
34 1064 1 TP eyt
35 337 0 afjofj(ofjojofjojfaojjafjjofjojlo
36 337 0 Tjfofjojjofofjjojofjafojjt1ijo
37 949 1 TPy gfryptgfn
38 969 1 TP e fryprgp
39 387 0 afjafjprfojofiojfajjri{jofjoj/o
40 920 1 T e e frqptgo
41 326 0 ofjafj(ofojofjojfojjajjofjoj/o
42 1026 1 T aa g fpaqfriptrgp
43 368 0 T{ojjojjojjofjjojjofjafojjajjo
44 1064 1 T e fpeqfryptgp
45 373 0 Ofjoj(ojojofftjfojjofjjofl1{/o
46 931 1 T oo a1
47 405 0 iTllojjojjojjofjijjofjojfojjajjo
48 954 1 T e fry)ptgp
49 1026 1 T e agprfpaqfriptqf1
50 938 1 T ot

(YES U & (Top 2%)
YES Ul Total

(MO U & (Bottom 50%)

MO Ul Total

25
40

10
10

23
2B

2z
24

24
34

15
16

16

22
34

18

25
32

25
37

13
13

23
26

22
24

20

19
30

25
26

24
24

25
33

17
17

19

23
31

)

—

= D= woan D oo wn e D2 0| = s~ w i~ oo oo o w

21.09
26.52

19.27
23.18

Activity Code 537

Average Responses

™WES™ Ul "NO™” UI
Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50%
Classifier 1 25 15 40 u] 10
Classifier 2 23 3 26 2 22
Classifier 3 24 10 34 1 15
Classifier 4 13 3 16 12 2
Classifier 5 18 a 18 7 25
Classifier B 25 12 37 a 13
Classifier 7 23 3 26 2 22
Classifier 8 14 5] 20 11 19
Classifier 9 25 1 26 a] 24
Classifier 10 25 g 33 u] 17
Classifier 11 17 2 19 = 23
Classifier Averages 21.08 573 26.82 3.91 19.27
ES" NO™

Ul SCORES Ul 1] TOTAL

Top 2% 21.09 3.91 25

Bottom 50% 5.73 19.27 23

TOTAL 26.82 23.18 50

1. Hg: Awerage Classifier responces were independent of High or Low Ul Scores.

2. Ha: Awerage Classifier responces were associated with High or Low LI Scores.

3. Random chance, no greater than 5%, requires a chi-square value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

"YES" UI & Top 2%
"YES" LI & Bottom 5i
"MO" Ul & Top 2%
"MO" Ul & Bottom 50°

(8)]

21.0909
5.7273
3.8091
19.2727

Computation of Chi-Square

Observed Expected

(B

13.4081
13.4091
11.5909
11.5909

(0-E) (0-EF | [O-BE%E
76818 || 52.0103 | 4.401
76818 || 59.0103 | 4401
76818 || 59.0103 | 5.091
76818 || 52.0103 | 5.091
18.984

Chi-Square:

Total

Chi-Square

12.500
32.051
18.015

9.191
28.125
17.568
32.051

5.333
46.154
25.758
19.100

R



Unrerported Income Study (Phase 1)

Activity Code: 538

Should The Return Be Examined
For Unreported Income? (1=YES) {0=N0O)

Seq U ToR CLASSIFIER ...
# Scare | 2% 123114 /s|6)) 71813101111
1 758 1 T o g P yprfpt
2 706 1 T o g1 fo
3 341 0 ofpryoj(ojjojjojfojfofjofjajjo
4 B91 1 T eqagpr i qjaqfrif1{|a
5 7B9 1 ofprojojafprfojfofj1{j1rijao
6 310 0 ofjt (et yjefqprjfrjfrfjofaljo
7 773 1 1 A Y R R I R AL
8 546 1 T eyt qfrifti{|a
9 377 0 ofpryojprjjofoffrjfr{jofajo
10 402 0 ofjajjoj(ojjofjojfojfr{jofj1jjo
1 B31 1 L L o I A O R L
12 763 1 TPy qprqfrijoflao
13 790 1 T oo fpafjojfrif1{jao
14 G587 1 TPy qfryprip1
15 437 0 ofjoojfrjofrJjojfoljofja|o
16 724 1 ofjtjjoj(ofjjofirjfojfrij1{jajjo
17 710 1 T oqie e fprifryp{a
18 437 0 ofjajjojjojjojfjojjojfofjofjajjo
19 758 1 T oo frip1{a
20 364 0 ofjtjjojjojjojjojjojfofjofjajjo
21 403 0 ofjoojfrjofpaqfojfr{jofalo
22 322 0 ofjojjojjojjojjojjojfofjofja)jo
23 349 0 TV oo f|o
24 7E1 1 T o fjajjrjfrij1i{jao
25 405 0 T oo oo
26 715 1 T oy qfryprip1
27 347 0 ofjojjoj[oj(ojjojjojfojjoflojjo
28 379 0 ofjajjojprjjojfjaojfrijfofjofj1jjo
29 394 0 Ofjojjojjojjofjojjojfoljofjojjo
30 408 0 ofjojjoj(ofj(ojjojfojfr{p1fp1]jo
31 291 0 Oflt oo (of i gfrf{jofoo
32 [slaje] 1 L O I A A I e
33 366 0 Ol oo fie]p
34 431 0 T oqappr ot qprgfripta
35 374 0 T oty f)o
36 371 0 ofjojjojjojjojfjajfrijfofjofjajjo
37 =il 1 T oo o1
38 310 0 Tfofjofjajjofjofjajjrijfojjoflao
39 429 0 ofjojjojjojlojjojjojfoljofjlo]jo
40 702 1 TV o ey )o
41 396 0 T oo
42 379 0 ofjajjojprjjofqajfrifr{jofj1jjo
43 E76 1 T oo offtflofjrjf1r|/1/o
44 747 1 T oqagprfpr oyt
45 341 0 ofloojojefprfejfri{joef1io
46 FAE 1 TPy qfryprip1
47 EE6 1 2 I Y R R I L
48 B74 1 Tfrpofajoffofjajjrijfri{jti{ja
49 574 1 e qre o fprpeqfrifr{p1
50 EB9 1 ofjojjojjofjofjojjojfofjofjajjo

(VES U} & (Top 2%)
YES Ul Tatal

(MO U & (Bottom 50%)

MO Ul Tatal

20
26

19
24

35

14
15

%)
s
=

25 16
47|27

15

20
30

33

15
17

29

13
2

18
19

29

16
21

|

23
41

ALDIT

SUM

.
)

g

ID“dUﬁDJ:L\Jmm-hLODJDI\JDZI—*(.G'\J"\JUﬁhLAJDLAJDaMDDDDDUJ—*DDDDD-&M_;D?LOWMJ:-LOLDU‘IJ&“\J—‘LO

16.64
24.36

1752%
25.64

Activity Code 538

Average Responses

WES” Ul "NO” UL

Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50% Total Chi-Square
Classifier 1 20 5] s =] 19 24 15705
Classifier 2 24 11 35 1 14 15 16.095
Classifier 3 3 1] 3 22 = A7 3.191
Classifier 4 14 9 23 11 16 27 2013
Classifier & 15 5 20 10 20 a0 5.333
Classifier 6 23 10 33 2 15 17 15.062
Classifier 7 17 12 29 a 13 21 2.053
Clagsifier 8 16 14 30 ] 11 20 0.333
Classifier 8 24 Tk 31 1 18 19 24533
Classifier 10 20 3 29 5 16 21 9.934
Classifier 11 7 2 4. 18 23 a1 3.388
Classifier Averages 16.64 773 2436 8.36 17.27 2564 [N,

WES™ “NO"
Ul SCORES Ul Ul TOTAL
Top 2% 16.64 8.36 25
Bottom 50% 7.73 17.27 25
TOTAL 24.36 25.64 50

1. Ha: Average Classifier responces were independent of High or Low Ul Scores.
2. Ha: Awerage Classifier responces were associated with High or Low Ul Scores.

3. Fandom chance, no greater than 5%, requires a chi-square value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

"YES" Ul & Top 2%
"YES" Ul & Bottom &(
"MO" UL & Top 2%
"MNO" Ul & Bottorn S0°

(8)]

16.6364
77273
0.3636
17.2727

Computation of Chi-Square

Obsered Expected

(€

12,1818
12,1818
12.8182
12.8182

[(O-E) (0-EF
4.4545 19.8430
-4, 4545 19.8430
-4.4545 19.8430
44545 19.8430

Chi-Square:

(0-E)%/E

1.629
1.629
1.548

1.545

6.354



Unrerported Income Study (Phase 1)

Activity Code: 539

Should The Return Be Examined
For Unreported Income? (1=YES) {0=N0O)

Seq U ToR CLASSIFIER ...
# Scare | 2% 123114 /s|6)) 71813101111
1 1009 1 Tfofjofajjofjofjajjajfrij1{jao
2 1045 1 Tfofofej () jojfri/1fo
3 1054 1 Tfopofajpr )yt gprqfri|ofa
4 575 0 ofpreqeeqprprjfoefjefallo
5 573 0 ofjajjojprj{jafprjfrjfofjofjaljo
6 571 0 L L L L I A A L N I e
7 535 0 ofjojjojjojjojjojjojfofjofjajjo
8 519 0 L L A o A A R I W
9 1044 1 Tfopofajofprfjajjajfrij1{jao
10 481 0 ofjoojojofprfojfojjofallo
1 E11 0 TPy qfrypript
12 510 0 Tfoofirofpafprpojfrif1{ao
13 1003 1 Tfrpoqagpr i joaqfript{|ao
14 552 0 L A W O W R L
15 1024 1 Tfroqeppr )y qprqfrip{a
16 504 0 ofjoojjoj(ofprjojfofjofjajlo
17 594 0 ofjtjjojojjojojfrjfofjofj1jjo
18 503 0 ofjoojoj(ofprjojfofjofjajjo
19 B07 0 ofjajjojofjt(prjjojfofjofj1jjo
20 1057 1 L L A Y A B L
21 593 0 Tifrqpoqejofafprjjojfoj/1{o
22 594 0 ofjoojfojjofprjojfofjjofjajjo
23 1049 1 Ofl oot gfrfjofp1]jo
24 477 0 ofjoojprjjofjoffojfri{jofjajjo
25 556 0 ofjojjoj[ojjojjojjojfofjofjojjo
26 539 0 ofjojojjojjofjojjojfofjofjajlo
27 1009 1 O of[ajt{(ofl1rjjojjoj/1f]o
28 528 0 ofjoojprj(ofprfrjfofjof1jjo
29 5438 0 Tfofofejjoffat {111/ 1f]o
30 520 0 oflojojjoj(ofjojojfofjofaojo
31 994 1 ofjojjojjojjoftjfojfr{pifp1]jo
32 BE03 0 ofjoojprjjofjojfrjfofjofjajao
33 E13 0 T ofejjofjofjajj1jfoj/1f]o
34 1094 1 T oqagpr g fpafjojfaojft1{jo
35 989 1 T ofejt (i fptJjojfoj/i1fo
36 1058 1 T oqegpr g fprpoqfojitfp1
37 1016 1 T oo (g
38 1044 1 I L I R R I L
39 1020 1 T ot jjojfri/1f]o
40 1023 1 TV o ey f)o
41 1023 1 T oy fo
42 1002 1 I L R R R I L
43 485 0 ofjojjojjojjofl1]jojfofjofjo]jjo
44 112 1 T ofajofprfjafjojfaojf1{jo
45 o251 0 ofjajjoj(ofjafirjfojfr{jofjallo
46 1013 1 O L R R R L
47 996 1 e qajoffrfprqprifofit1i{a
48 1051 1 I A A Y R R A AL
49 1045 1 T peqegp g qfrypt{la
50 1128 1 THOOor g ogfryj1{ao

(VES U} & (Top 2%)
YES Ul Tatal

(MO U & (Bottom 50%)

MO Ul Tatal

2
2

20
23

21

19
2

2417
48 139

22

21
28

23
40

10

20
32

13
18

17
28

18
23

20
27

24
33

16
17

)

24
47

ALDIT

SUM

ik

[t Mt R Cw R oy ey O R N R R w o R S T O o 3 Y B B o 0 R R RS R N R o w R Ry R Nt B e SR W A W R 7 i n R

14.85
21.45

18.09
28.55

Activity Code 539

Average Responses

WES” Ul "NO” UL

Classifiers Top 2% Bot. 50% Total Top 2% Bot. 50% Total Chi-Square
Classifier 1 &2 5 &7 3 20 23 23259
Classifier 2 15 G 21 10 12 29 5.650
Classifier 3 1 1 2 24 24 48 0.000
Classifier 4 3 g 11 22 17 39 2.914
Classifier & 18 4 &2 v 21 28 15009
Classifier 6 23 17 40 2 g 10 4.500
Classifier 7 20 12 32 5 13 18 5. 556
Clagsifier 8 14 g 22 11 17 28 2922
Classifier 8 18 5 23 v 20 &7 13607
Classifier 10 24 3 33 1 16 17 20,053
Classifier 11 2 1 a2 23 24 A7 0.355
Classifier Averages 14 55 5.91 21.45 10.45 18.00 2855 [l

WES™ “NO"
Ul SCORES Ul Ul TOTAL
Top 2% 14.55 10.45 25
Bottom 50% 6.91 18.09 25
TOTAL 21.45 28.55 50

1. Ha: Average Classifier responces were independent of High or Low Ul Scores.
2. Ha: Awerage Classifier responces were associated with High or Low Ul Scores.

3. Fandom chance, no greater than 5%, requires a chi-square value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

"YES" Ul & Top 2%
"YES" Ul & Bottom &(
"MO" UL & Top 2%
"MNO" Ul & Bottorn S0°

(8)]

14.5455
5.9031

10,4545
158.0909

Computation of Chi-Square

Obsered Expected

(€

107273
10.7273
14,2727
142727

[(O-E) (0-EF
3.8182 14,5785
-3.8182 14.5785
-3.5182 14,5785
3.8182 14.5785

Chi-Square:

(0-E)%/E

1.389
1.359
1.021

1.021

4.761



Appendix C

Majority Audit Sums




Unrerported Income Study (Phase 1)

Activity Code: 532

1) Should The Return Be Examined
For Unreported Income? (1=YES) (0=NO}
Seq e ToR CLASSIFIER ...
# Score | 2% 12131/ 4]|5)|6]]Z2]]8(/8[{10)j11
1 1868 1 HIERIEN RN RN RN RN IER IR ENIE
2 1635 1 ofloflelof|lo]leflo]]o]lo|lo]]a
3 1365 1 IHIERIER IR IERIER I ERIERIENIERIE
4 323 i] oflofloflof]lo]loflo]]o]|[of{o]]|a
5 223 u] of{o]lof|of]lof]loflo|lo]]a]]lo]|lo
[ 323 1] oflolloflof]lo]loflo]]o]lof|o]]o
7 223 1] ofloflo]{of]lo]loflo|]l1]/o]|o]]n
8 223 u] of{o]loflof]lof]loflof{1]|a]]lao]|lo
9 k] i] offoflo]{of|lo]|lof{o||lo]|lo|{o]]|o
10 1707 1 ofl e bbb || a
11 323 1] ofloflo]|of]lo]lof{o]]lo]lof{o]]o
12 1707 1 ofl+{of{1f]lo]lof{1]|o]lof{o]]|n
13 1385 1 A lof[1f]lof]lofloll1]]a][1]]o
14 1385 1 Aol foa o]l [{ol]1][afl1]]o
15 1707 1 {1 ]lo]|of]lo]lof|o|]lo]lo||o]]|a
16 223 a offofl1flof]lof]loflof{1]|a]]lo]|lo
17 1386 1 floflo]loflo]lofla{]|1]lo]|lo]]o
18 1386 1 IHIEN IR IR R RN N
19 1707 1 ofl1]lo]lof]lo]lof{o]]lo]lof{o]]O
20 23 1] oflofloflof]lo]loflo]]o]|[of|o]]|a
21 223 u] of{o]lof|of]lof]loflo|lo]]a]]lo]|lo
22 323 1] oflolloflaf]lo]loflo]]lo]loflo]]o
23 223 1] oflof[s]|of]lo]lof|o|]lo]lo||lo]]|n
24 1732 1 of{o]loflof]lof]loflofla]{a][1]|lo
25 1603 1 ofloflo]loflo][1|lo]]lo]lof[1]]o
26 223 a ofloflellof|lo]leflo]]o]|loflo]]a
27 1676 1 ofloffalofl ol ]lal1]]o
28 23 i oflofloflof]lo]loflo]]o]|[of|o]]|a
29 223 u] offo]lof|lof|lof|lof|lofla||a]||lo]|lo
30 323 1] oflolloflof]lo]loflo]]o]lof|o]]o
31 223 1] 1f{lo]lo]|of]lo]lof|o|]lo]loflo]]n
32 1707 1 IHIER IR IR IR IR RN I RN IERIEEIE
33 1386 1 {1 {oflo]{of{1]]lo][1]|{1]]|0
34 223 a oflofloellof|lo]leflo]]lo]loflo]]|la
35 323 1] ofloflo]{of]lo]lof{o]]l1]/o]|o]]o
36 23 1] oflofloflof]lo]loflo]]o]|[of|o]]|a
37 223 u] of{oflof|lof]lof]loflo||1]]a]]lo]|lo
3g 2085 1 Ao oo o]t ]lofl1]]1
39 223 1] ofloffa{oflolls o]t ][a|]1]]o
40 2183 1 Al laflalloflal]l1]lofl1]]oa
M 1478 1 ool o[ [[a {1 ]lofl1]]o
42 1707 1 HIER IR BN IR NI R I R R
43 k] 1] ofloflo]|of]lo]lof{o]]lo]lof{o]]a
44 1385 1 Afloflollof]lol[s{{o]]1][afl1]]o
45 1707 1 ol lof[1f]lof]loflo|la]]1][1]]o
46 322 1] oflolloflof]lo]loflo]]o]loflo]]|o
a7 1707 1 ofloflollofl+ ol |]l1]loflo]]n
48 1603 1 aflallollafla]lloflal]l1]lof{1]]0
49 323 1] ofloflo]|of]lo]lo||o]]lo]lo||o]]|o
50 1611 1 aflt [ aellel{a 1 ]]o]l1]]oa

(YES U & (Top 2%)
¥ES Ul Total

(MO Ul & (Bottom 50%)
NO Ul Total

14
15

24
3

25
36

22
38

24
3

|

25
43

24
38

25
38

19
28

24
39

19

24
30

o

25
45

AUDIT

SUM
11

ImDMmDhUﬁDamU‘IUﬁm—*D—\Dma—\DDDO‘.\DI\J—\—\—\CID—\DDLAJI\JMG‘JU‘ILUDDDD—\—\DCID:D

11.82
13.09

2373
36.91

(B)

Audit Sum

1=GEG®
0=LES

&+ (B
2="GEB" was Top 2%

0="LE &" was Bot. A0%
1= Mlisclassified

= 000000 0==00=0000==0000=00000000=000=000=000000 =0 —

Activity Code 532

Classification By Majority Audit Sums GE 6

Audit Sum ...
UI-DIF SCORES GE 6 LE 5 TOTAL
Top 2% 12 13 23
Bottom 50% 0 25 25
TOTAL 12 38 50

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

Observed Expected

1. Ha: Six or more Classifiers responding "¥ES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hy: Six or more Classifiers responding "YES" (to examine a return for unreported income)
ware associated with High or Low Ul Scores.

3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

MO == 0 == 0NN =0MNO000NNNO0O0O0ONO==0000|=KN=0=NMN==0N0000O00N =K

19)] iEl (O-E) (0-EY | (O-EXE

"YES" Ul & Top 2% 12 g g 36 £.000

"WES" Ul & Bottam A ] 6 - 36 £.000

"M LI & Top 2% 13 19 5 36 1.895

"MO" Ul & Bottom 507 25 19 g 36 1.895

Chi-Square: 15.789
Hi & Low Ul Scores Per Audit Sum
AUDIT Bottarmn AUDIT CUM ClUm Chi-
SUM Top 2% 50% SUMGE...| Top2% Bot 50% | Sguare

11 2 o 11 2 1] 2.083
10 2 ] 10 4 ] 4.348
9 ] 1] 9 4 1] 4.345
8 2 o 8 B ] 6.318
7 ] ] 7 5 1] £.818
6 5 o 6 12 1] 15789 |<= GE 6
5 3 1 5 15 1 18.015
1 1 ] 4 16 1 20.053
3 3 ] 3 19 1 27.000
2 3 1 2 22 2 32.051
1 z 7 1 24 ] 20.053
0 1 16 0 25 25 A2




Unrerported Income Study (Phase 1)

Activity Code: 533

(] Should The Return Be Examined
For Unreported Income? (1=YES) ({0=NO}
Seq e ToR CLASSIFIER ...
# Score | 2% 10201 31/4]|5)|6]]Z2]]8/8[|10/j11
1 2272 1 Lol o]l {loflo]la][o]]lo
2 380 i oflaollo|laof|lo]lo||o]||la]|lo|lo]]|a
3 380 i] oflallol{af]la]lofla]|]l1]lo]lao]]|a
4 1777 1 ofl e loflol[s ol ]lofl1]]o
5 1683 1 ofl 1 lollof]lo]l{lo]]lo]lofl1]]o
[ 362 1] oflo]lo]|of]lo]lo|lo]|]lo]lo|f|o]]|o
7 362 1] oflollollof]lo]loflo]]o]loflo]]a
8 1742 1 L floflof]lofl1 |1 ]]a][1]]lo
9 1824 1 afla{{a ol ({all2]lof{1]]|0
10 1782 1 Al alla]loe|la]l]l1]]lo]la]]|a
11 1885 1 Lo o]l {{o]]o]loflao]]la
12 352 i] offoflo]{of|lo]lof{o||lo]|lo|{o]]|n
13 1824 1 ol oo b oo ]
14 320 1] aflallo]lafla]lo|lal]la]lo|la]]a
15 380 a 1folloflof]l1|]lofloflo|la][o]]lo
16 1769 1 ofl1]lollaofla]loflo]l]la]lo|f{1]]|0
17 362 i] oflallollaof]lo]loflo]l]la]lo|lo]]|a
18 380 1] ofloflo]|of]lo]lo||o]]lo]lo||o]]|a
19 2085 1 HIER I RN RN R RN R R
20 174 1 ofloflof{oflao][s |1 ]]lo]lof]1]]0
21 1663 1 afl 1 lollaflalla{lal]la]lla|la]]l1
22 1780 1 offo]lof|lof]lof]loflo|la][1]][o]|lo
23 352 il oflollollof]lo]lloflo]l]la]|loflo]]|a
24 1781 1 ofl1]lo]llafla]lo|la]l]la]lo||1]]|a
25 380 1] oflofloflof|lo]loflo]]o]lof|o]]o
26 380 1] ofloflo]|of]lo]lo||o]|lo]lo||o]]|o
27 1832 1 Ao flo]fofla|]o]lofl1]]o
28 1208 1 IHIERIER I ER IR I ERERIER N RN
29 3783 u] offo]lof|loflof|lof|lof{la||a]|lo]|lo
30 380 1] oflallo]|afla]lo|la]|]l1]]lo]lo]]|a
31 380 1] oflallol{aof]lo]lofla]l]la]|loflo]]|a
32 352 1] 1f{lo]lo]lof]lo]lof|o|]lo]lof|o]]o
33 380 i] offafls{oflof{1|{1]|lo]lof{o]]|n
34 17 1 ofl 1 qlo]lof]lo]lof|o]]lo]lo|[1]]0
35 1814 1 Ll oflof]lof]loflofla|l1][1]]lo
36 352 i oflo]lo|laof]la]lo|lo]||la]|lo|lo]]|a
37 1687 1 Al o llaf]la]lof{al]la][al1]]
3g 380 1] oflo]lo]|aof|lo]lo|lo]|]la]|lo||o]]|a
39 1765 1 ofl ool {lal]ollafl1]]o
40 362 1] 1f{lo]lo]lof]lo]lof|o|]lo]lo||o]]o
M 362 i oflofloflof]lo]loflo]]o]loflo]]o
42 1639 1 offoflofloflofloflof{1]]a][1]]lo
43 380 i oflallo|laof]la]llo|fla]]la]|lo|lo]]|a
44 1886 1 oflollo]|aofla]lo|la]l]l1]]lo]|1]]|a
45 2328 1 HIER IR RN RN NIRRT R
46 1924 1 ool Lol (Ll
47 1688 1 Ao oo o]
48 362 1] 1f{lo]lo]llof]lo]lof|o|]lo]lo||o]]o
49 352 a offolloflof]lof|lofloflo]la][o]]lo
50 380 il oflollo]|aoflo]lof{o]|la]|lo|lao]]|a

(YES U & (Top 2%)
¥ES Ul Total

(NO Ul & (Baottor 50%)

MO Ul Tatal

17

25
33

o0

24
42

o0 oo

25
42

[ RN

24
45

15

24
35

12

24
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39
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25
40

20
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o
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2="GEB" was Top 2%
0="LE 5" was Bot. 50%
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2. Hi:

Classification By Majority Audit Sums GE 6

Activity Code 533

Audit Sum ...
UI-DIF SCORES GE 6 LES TOTAL
Top 2% 10 15 25
Bottom 50% 0 25 25
TOTAL 10 40 50

. Ha: Six or more Classifiers responding "YES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

were agsociated with High or Low Ul Scores.

. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

. Criterion: Reject Ho [Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

[(8)] E (O-E) (0-EY | (O-EYE
"YES" Ul & Top 2% 10 5 5 25 5.000
"WES" LI & Bottam 4 ] 5 A 25 5.000
"MNO" Ul & Top 2% 15 20 A 25 1.250
"MO" Ul & Bottom 507 25 20 5 25 1.260
Chi-Square: 12.500
Hi & Low Ul Scores Per Audit Sum
AUDIT Eottormn AUDIT CUM cum Chi-
SuUM Top 2% 50% SUMGE...| Top 2% | Bot 50% | Square
11 ] ] 11 1] 1] S
10 0 ] 10 ] 1] P
9 1 1] 9 1 1] 1.020
8 5 1] 3 g 1] 5.818
7 1 ] 7 7 ] 5.140
6 3 ] 6 10 ] 12,800
5 1 o 5 11 ] 14.103
I 5 1] 4 17 1] 25758
3 2 1 3 19 1 27.000
2 5 1 2 24 2 38782
1 1 5 1 25 7 28125
0 0 158 0 25 25 A

Six or more Classifiers responding "YES" (to examine a return for unreported income)

<= GE®6



Unrerported Income Study (Phase 1)

Activity Code; 534

() Should The Return Be Examined
For Unreported Income? (1=YES) {0=NO)

Seq e ToR CLASSIFIER ... ALDIT
i Score | 2% 123416621878 |110]111 Sk
1 1607 1 T{lolooflolft{{o{]t]fof1a 4
2 1374 1 ofjoj|ojjofjojlofjojjaoj[of{1]]|0o 1
3 1534 1 T{lejlofoflejfof{oj]lt|[aof1ya 3
4 1535 1 TILU e e qprqfofprqa 7
5 401 1] 1{lojfofjofjajfoflojjaj/ofojao 1
[ 375 il ofjojjojjofjojjofjojjojlofjol]ao 0
7 1423 1 ofjojjofjofjojfofiojjajfofji1ri]a 1
8 37a 1] ofjojjojjofjojfojjojjajfofjojja 0
9 375 i] 1{lofjfofjofjofjfofjojlalfofjo||o 1
10 375 i ofjojjojjofjojjofjoj|aoj/ofjol|ao 0
11 1424 1 {1 lolofjojlof{of]l1][of{1]]|0o 4
12 37a i] ofjoj(ojjofjoj(ofjojjajfofjol||o 0
13 375 1] ofjoj(ofofjojfofiojjajfofjiojla 0
14 305 u] ofjoj(ojjofjajlofjojjaj/ofjoj]a 0
15 305 1] ofjoj|ol|ofjo]lofloj]jo]lof|o]]o 0
16 37a i] t{lojlojjofjajfofjof]jr/ofjoja 2
17 1499 1 ofjoj(ofofjojfofojjrfofjioja 1
18 1407 1 T e et fofp1qa 7
19 1379 1 ofjoj(of|ofjojlof{of]lr]lof{1]]0o 2

20 375 1] ofjoj(ojjofjojfofjojjajfofjoja 0

21 375 1] ofjoj(ofr{jejfofiojjajfofjlojla 1

22 375 1] ofjoj(ojjofjojjofjojjajfofjojja 0

23 375 1] ofjojlol|ofjo]lofloj]jo]lof|o]]o 0

24 401 1] t{lojlojjofjajfofjofjtj/ofjoja 2

25 37a 1] ofjoj(ofofjojfofiojjajfofjioja 0

26 1440 1 ofjtj(ojiofjojfofjojjajfofji1qa 2

27 305 i] 1{loflol{of]l1 {1 {{o]]lo]lof|o]||o 3

28 N7 1] {lojlojjiofjajf1{jofjjaj/ofj1yqa 3

29 1470 1 T{lofjfoljoflojfofjoj|lalfofjo||ao 1
30 1486 1 T{Lop et qjaj/ofjoja 5
31 401 1] ofjoj|ol|ofjo]lofloj|lo]|lof|o]]o 0
32 1402 1 ofjojjojjofjejfofjojjrjfofjirq]a 2
33 1519 1 ofloj(ofjofjojf1{jojjajfofj1y|o 2
34 205 1] ofjoj(ojjiofjojfofjofjtj/ofjoja 1
35 1363 1 (Lo i e f{ofprqpfpr|o 7
36 1683 1 IHIERIER IR RN RN RN RN RN 9
37 1554 1 (Lo fe o ffof]jajfof1a 53
3g 347 1] ofjojjojjofjojjofjojjajfofjojja 0
39 1419 1 ofjajt el fiojjajf1fiol]a 4

40 375 1] ofjoj|ojjof]j1]/ofloj|jo]lof|o]]O 1

" 1643 1 T{Ltooflalfofio{]lt]fof1ya 4

42 1642 1 ofjt(ojpfjejfofofajfofji1q]a 3

43 1362 1 L e flelfof{oflt|/of1a 5

44 375 i] ofjo]|o]jof|jo]|lofjoj|lo]|[o||o]]|aO 0

45 420 1] ofltj(oofjojfofiojjrjfoflojao 2

46 37 1] ofjoj(ojjofjojfofjofjrj/ofjoja 1

47 1376 1 1{lojlol|oflajfofloj]jajloflo||a 1

48 1406 1 Tl e fjoflajfofpr)1 7

49 1436 1 UL e ot 9

50 1397 1 1{joj{ojjofjt{ofjojjajjofjoja &

(YES Ul & (Top 2%)
YES Ul Tatal

{NO Ul & (Bottorn 50%)

MO U Tatal

16
22

19
28
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25
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24
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1=GEG
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A + (B

2="GEB" was Top 2%
0="LE &" was Bot. 50%

1= Misclassified
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Classification By Majority Audit Sums GE 6

Activity Code 534

Audit Sum ...
UL-DIF SCORES GE 6 LE 5 TOTAL
Top 2% 7 18 25
Bottom 50% 0 23 23
TOTAL 7 43 50

1. Ha: Six or more Classifiers responding "¥ES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hi:

wiere agsociated with High or Low Ul Scores.

3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

(9] (E (0-E) (0-EY | (O-EXE
"WES" LI & Top 2% 7 35 3A 12.25 3.600
"WES" Ul & Bottam A ] 34 35 12.25 3.600
"NO" UL & Top 2% 18 215 35 12.25 0.570
"MO" Ul & Bottom 507 25 215 35 12.25 0.570
Chi-Square: 8.140
Hi & Low Ul Scores Per Audit Sum
AUDIT Eottomn AUDIT CUM Clum Chi-
SUM Top 2% 50% SUMGE...| Top 2% | Bot 50% | Square
11 ] ] 11 ] ] P2,
10 0 ] 10 ] ] I
9 2 ] 9 2 1] 2.083
8 ] 1] 3 2 1] 2.083
7 4 ] 7 g ] £.815
6 1 ] 6 7 ] 5.140
5 2 ] 5 ] ] 10.976
1 4 ] 4 13 1] 17 568
3 2 2 3 15 2 15.062
2 5 3 2 20 5 18.000
1 5 5 1 25 1 19.444
0 0 14 0 25 25 P

Six or more Classifiers responding "YES" (to examine a return for unreported income)

<= GE®6



Unrerported Income Study (Phase 1) Activity Code 535

Activity Code: 535 Classification By Majority Audit Sums GE 6
A Should The Return Be Examined B) &1+ (B)
For Unreported Income? (1=YES) ({#=NO) Audit Sum 2= "GEB" was Top 2% Audit Sum ...
Seq U TOR CLASSIFIER... AUDIT 1=GEB 0="LE 5" was Bot, 50%
# Scare | 2% 12103 1allalle[|Z[[8][9]}10]]11 SUmM 0=1lES 1= Misclassified UL-DIF SCORES GE 6 LE5 TOTAL
1 963 1 T b 1o 10 1 2 Top 2% 25 0 25
2 427 1} T f1]jejo 9 1 1
3 460 1} T e 1 f1]/ajjo g 1 1 Bottom 50% 18 7 25
4 456 1} T e 10 1 1
5 1036 1 NI IER RN IEN I RN RN RN IR N IRNIN! 11 1 2 TOTAL 43 7 50
6 456 0 T o e (fryf1]/ejjo 7 1 1
7 379 1} o1 fjeflofl1([1]/o]jojo 5 0 0
8 963 1 IR IER RN IR AN RN RN IARIREIA 11 1 2
9 491 1] TV Oy ]fr]o 9 1 1 1. Ha: Six or more Classifiers responding "¥ES" (to examine a return for unreported income)
10 924 1 TV oL 10 1 2 were independent of High or Low Ul Scores.
1 919 1 IHIRR AR RN RN I RN RRIERIRRIRNIR 11 1 2
12 872 1 TV iy 11 1 2 2. Hy: Six or more Classifiers responding "YES" (to examine a return for unreported income)
13 485 a TILU e oot 8 1 1 ware associated with High or Low Ul Scores.
14 449 1} oo jjofjjofl1{1{[ojo]jo|o 3 0 0
15 1019 1 TV e gfr]lao 9 1 2 3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.
16 460 0 Voo fjoflr {1 (f1]foj1]]o 5 1 1
17 957 1 RN IERIER RN RN IR RN RNIENIR 11 1 2 4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.
18 963 1 RN IER RN IR I RN RN ERIARIENE! 11 1 2
19 ajala] 1 [HIAR RN RE AN IR RN IER IR RN 11 1 2 Computation of Chi-Square
20 098 1 NI IER RN RN I RN RN BRI RN IENIE 11 1 2
21 886 1 NI IER RN IEN I RN IR RN IR N IRNIE! 11 1 2 Observed Expected
22 427 0 T e o1 ]fojajo 5 1 1 [(9)] (E) [0-E) (0-EF | (0-EYE
23 427 1} T frgf1]jajjo 9 1 1
24 945 1 RN IAN RN AN RN IR IR IR NIA! 11 1 2 "YES" Ul & Top 2% 25 2 35 12.25 0.570
25 427 0 1lojojlofjjefjof1{[1]/ojaojo 3 0 ] "YES" Ul & Bottom 5l 18 215 -3.5 12:25 0.570
26 460 0 RN IAR RN AN I RN RN ENIARIENIA! 11 1 1 "MO" UL & Top 2% 0 35 -3.5 12.25 3.500
27 460 0 T e 1o 10 1 1 "MO" Ul & Bottom 50° 7 35 35 12.25 3.500
28 466 0 ofjoj(ojjofjjoflr {111 ]1]]0 5 1] 0
29 460 [i] I R R R R R e 9 1 1 Chi-Square:| 8.140
30 886 1 T e g1 )oe 10 1 2
31 932 1 IR IR RN IR I RN RN RN IR AN 10 1 2
32 024 1 T e ) 10 1 2
33 BE6 [ 1 IR EERE 10 1 2 Hi & Low Ul Scores Per Audit Sum
34 502 0 oot e yf1]oejo 5 1 1
35 g72 1 IR IER RN IR I RN RN IR AR IANIA! 11 1 2
36 427 1} T L gpaed)a 10 1 1 AUDIT Bottomn AUDIT CcUM CUm Chi-
37 439 0 ojjojf1rjjefjoflr{jof/1j/ojaojo 3 0 1] sum Top 2% 50% SUMGE...| Top 2% Bot. 50% [ Sguare
38 957 1 T e o p gt 9 1 2
39 851 1 IHIRRIER IR I RN ER RN IRNIA 11 1 2 11 16 1 11 1B 1 20.053
40 486 1} T e 11 ]/ojjo g 1 1 10 B a 10 22 5 20,779
4 460 i} oj|ojjojjofjofl1{lof[1]/o]lo]|]o 2 0 0 9 2 5 9 24 11 16.095
42 934 1 T e o ((1]foj 1o 7 1 2 8 0 3 8 24 14 10.965
43 930 1 IR IER RN IR I RN RN IR AR IANIA! 11 1 2 7 1 1 7 25 15 12.500
44 460 1} T e ) 10 1 1 6 0 3 6 25 18 8.140 |<= GE&
45 930 1 NI IER RN IEN I RN RN IR IR IRNIN! 11 1 2 5 0 2 5 25 20 5.556
46 427 a T e e 10 1 1 1 0 1 4 25 | 4.348
47 1009 1 RN IER RN IR I RN RN IR IR N IANIA! 11 1 2 3 0 3 3 25 24 1.020
48 g72 1 RN IEN RN AN AN RN IR IR R IANIA! 11 1 2 2 0 1 2 25 25 PFA,
49 439 1} oo [o][t{jeflr {1 ([1]/ojojo 4 0 0 1 0 0 1 25 25 TFA,
50 460 0 T i ffrgf1jjajjo 9 1 1 0 0 1} 0 25 25 P&,
(YES Ul & (Top 2%) 25 |25 |25 23| 21 23 25 |25 23 25 21 2373
YES Ul Total 43 142 45 40| 32 45 48 49 38 31|27 40.09

S [14)[3 2] 1[]9[[12][19 5.636

(NO U & (Bottom 50%) 7 | 8
718 10/ 18] 18 [[2 [[ 1 [[11][19]]23 5.909

MO Ul Tatal

[ai i)



Unrerported Income Study (Phase 1)

Activity Code: 536

A Should The Return Be Examined
For Unreported Income? (1=YES) {0=NO)
Seq U ToR CLASSIFIER ...
# Scare | 2% 220131/ 4]|5)|6]|Z]]8(/9[{10]}11
1 447 i] ofjoj1ofjojf1{{ojjojlof|oj|o
2 485 1] ofjtqprefjejfofofptjfofjofa
3 7B 1 LU e e ffp)a
4 753 1 IHIERIER RN R IR RN RN IR RE
5 489 1] ot fe] oo
[ 447 1] ol e qprqlofjof)a
7 7T 1 Lo fe o)t
8 723 1 [HIRRIEE IR IR IR RN IREInE IR
9 7k 1 T iyt
10 732 1 IHIERIEN RN IR IR ENIER IR EEIn
11 748 1 Ot e et e bt
12 445 i] ofjoj(1jofjoff1{jof{jajfofj1|o
13 470 ] T efla] et
14 478 1] ofjoj1ofjajf1(jojjajfofjoja
15 495 a ofjojtfelfrfrqaejfofioja
16 753 1 TILO e qagfypry)a
17 464 1] ofjoj(ofofjojfofiojjajfofji1]a
18 405 1] IHIERIE IR IR IR RN IR
19 753 1 AN IR IR IR RN ENIEN IR EEIn
20 730 1 IHIERIER IR IRR IR ERIENIREIEEIn
21 T4 1 VLU fe b e fpr)a
22 475 a Llleqfrpafe e qeqfaofprq)
23 B 1 AN IEN RN IR NI RN IR REIn
24 506 1] Lt oflaffofjfr{jajfofj1yqa
25 a0z 1 IHIERIEN IR IAN IR RN IEEInEIEEIE
26 7Eg 1 IHIERIEN R IR IR RN R IR EnIn
27 732 1 T egiofpr el
28 204 1 IHIERIER RN R IR RN IER IR RE
29 455 i] ofjoj{oljofjojfofjo||lo]{ofjo]|]|o
30 505 1] 1ol ]iofjojjofjojjaj/ofoja
31 754 1 VUL fe it
32 738 1 TP e el o)t
33 4596 i] T{laffroflofft({1{{r]{of|of1
34 505 1] ofjaoj1 el jofjaojf1{joj|ao
35 472 1] ot efjejfofiojjaj/ofioja
36 511 1] IHIERIER RN R IEN RN RN RN RN
37 457 i ofjoj(ofr ol {iojjajfofjiolla
38 513 1] ofltprofe ol
39 488 ] ofjoj(1|{ofjojloflojjojfofjojla
40 486 1] tflaflofjpflafftfpqajfofgri
41 753 1 IHIENIEN RN IR IR RN RN IR EEIE
42 7EB1 1 [HIERIEN RN IR ENIEN IR NI
43 g2 1 [HIENIER RN IAN RN ENIEN IR EEIn
44 411 1] ofjojijjofjojfofiojjajfofjoj1
45 7o0 1 IR RE AN IR RN AN IR EEIn
46 824 1 IHIRRIER IR IR IR RN IEN IR EEIE
47 445 1] ofjoj(1ofjojfofjojjaojfofjiojla
48 VBB 1 TiLCp e o qfyprq)a
49 7EB 1 AN R RN NI RN IR EEIn
50 471 1] et e ajf1jofa

(YES U & (Top 2%)
¥ES Ul Total

{NO Ul & (Bottorm 50%)
NO Ul Tatal
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Activity Code 536

Classification By Majority Audit Sums GE 6

Audit Sum ...
UL-DIF SCORES GE 6 LE5 TOTAL
Top 2% 25 0 25
Bottom 50% 10 15 23
TOTAL 35 15 50

1. Ha: Six or more Classifiers responding "¥ES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hy: Six or more Classifiers responding "YES" (to examine a return for unreported income)
ware associated with High or Low Ul Scores.

3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

() (E) | (OE) | (0-Ef  (OEXE
"YES" Ul & Top 2% 25 17.5 7a 56.25 3.214
"YES" Ul & Bottorm 50 10 17.5 75 56.25 3.214
"NO" U & Top 2% o 75 75 56.25 7.500
"WO" Ul & Bottom 500 15 75 75 56.25 7.500
Chi-Square: 21.429
Hi & Low Ul Scores Per Audit Sum
AUDIT Battorm AUDIT CLM CUM Chi-
SUM | Top2% 50% SUMGE...| Top2% Bot 50% | Sguare
1 a ] 11 9 0 10.976
10 5 2 10 15 2 15.062
9 5 o 9 20 2 26.292
8 5 1 8 25 3 39.286
7 ] 3 i 25 B 30.645
6 ] 4 6 25 10 21.429
5 ] 1 5 25 11 19.444
1 ] 2 1 25 13 15.789
3 ] 2 3 25 15 12.500
2 ] & 2 25 21 4.348
1 ] 3 1 25 24 1.020
0 ] 1 0 25 25 MEA,

<= GE#6



Unrerported Income Study (Phase 1)

Activity Code: 537

(] Should The Return Be Examined
For Unreported Income? (1=YES) ({0=NO}
Seq e ToR CLASSIFIER ...
# Score | 2% 10201 31/4]|5)|6]]Z2]]8/8[|10/j11
1 g0 1 LU e fe o fpa et
2 325 i ofjojjojjofjojlofjojjaoj/ofjol|ao
3 380 i] t{loglofioflo]f (o
4 397 a t{lejlojjoflejfof{ofjtq/aof1yqa
5 350 1 VUL e g)a
[ 920 1 [HIERIEN I N IEN RN I RN IR REIE
7 405 1] {lojjofoflaojft{{oj]lt|/ofoja
8 085 1 TP e b yprq)a
9 035 1 {1 {ojoflaff1{{1{lalf1({1]|0D
10 1018 1 TP o e fpr|o
11 328 a e fe o qe]fofo)
12 957 1 T el y11|o
13 =] 1 et ofel e
14 305 1] {legfroflajf1{jofjjaj/ofoja
15 =] 1 et ot fpe e ffpy)a
16 337 i t{lojlojjofjajft{{ofjj1]/of{11(]0o
17 282 i] 1{lo]lol|of|lo]loflo]]lo]lof|o]||o
18 350 1] TILU e ffoqprqfofjofa
19 1003 1 AN IR IR IR RN ENIEN IR EEIn
20 =] 1 [HIERIER RN IEN IR RN IERIEN RN
21 337 1] ofjojrofjejf1rojajf1{i1io
22 351 u] 1{lajlojjoflaj[1{loj|jaj/ofjoj]a
23 382 i ofltfrofjojf{iojjojlofiol]ao
24 gz20 1 THL e oy o
25 326 1] ofjoj(ofofjojfofiojjajfofioja
26 394 1] Tl efleqfofjfr{jajfofj1yqa
27 1014 1 AN IR IR IR RN ENIEN IR EEIn
28 401 1] ofjoj1jjofjajfofjofjjajfofj1qa
29 409 i] a1 fjeff1{j{ojlajfofjoj|ao
30 935 1 IHIRRIEE IR IR IR RN IR IR EnIE
31 388 1] ofjoj(1|{ofjojloflojjojlof|o]]o
32 986 1 [HIERIER RN IR RN RN IR REIn
33 337 i] T{lofjfofjofjofjfofjojlalfofjoj|o
34 1064 1 [HIERIEN RN IR IR RN R IR RnIn
35 337 1] ofjoj(ofofjojfofiojjajfofjioja
36 337 i 1{lojlojjof|lajlofjlof|a]/ofl1]]0o
37 49 1 IHIERIEN IR IEN IR RN IREIENIEEIE
3g =] 1 RN RN IR RN IENIREIEEIE
39 357 1] ofjoj1ofjojfofiojjrjfofjioja
40 920 1 TP e oo
M 326 i ofloj(ofofjojfofiojjajfofjioja
42 1025 1 TILL e e fpqaga g
43 368 i 1{loflolof|lo]/oflo]]lo]lof|o]]o
44 1064 1 RN IR IR ER IR IR EnIn
45 373 a ofjloj(ofiofjejft{{ojjajfofji1ri]a
46 931 1 TiLfrofie bt
47 405 1] t{lojjooflojft{{ojjaj/ofoja
48 054 1 [HIENIER RN IR RN R IR REIn
49 1025 1 [HIENIEN I AN N NI RN IR REIE
50 o35 1 IHIERIEN IR IR RN R IREIRNIE]

(YES U & (Top 2%)
¥ES Ul Total

(NO Ul & (Baottor 50%)

MO Ul Tatal

25
40

10
10

23
26

22
24

34

15
16

16

22
34

18

25
32

25
37

13
13

23
26

22
24

19
30

26

24
24

25
33

17
17

19

23
31

AUDIT
SU

9
0

.
w35 S wm

O=lk~W~NO®MO OO

—0 e DO oW e T

G Ere
—

21.09
26.62

19.27
23:18

(B)

Audit Sum

1=GEBG
0=1FE5

S em e O=m 0= 0= 0= 0= =00=0=0=00=00=000===200=0= === 232000 —

(&1 + (B
2="GEB" was Top 2%

0="LE 5" was Bot. 50%
1= Misclassified

Classification By Majority Audit Sums GE 6

Activity Code 537

Audit Sum ...
UI-DIF SCORES GE 6 LES TOTAL
Top 2% 25 0 25
Bottom 50% 3 22 25
TOTAL 28 22 50

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

3. Randorn chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

MINMNORNONIORNONONNOONONONOONOONIOOONIN=0O0NONKNN=NNNMNONKNO=O0N

[(8)] E (O-E) (0-EY | (O-EYE
"YES" Ul & Top 2% 25 14 11 121 5.643
"WES" LI & Bottam 4 3 14 -1 121 G.643
"MNO" Ul & Top 2% 1] 11 -1 121 11.000
"WO" Ul & Bottom 507 22 11 1 121 11.000
Chi-Square: 39.286
Hi & Low Ul Scores Per Audit Sum
AUDIT Eottormn AUDIT CUM cum Chi-
SuUM Top 2% 50% SUMGE...| Top 2% | Bot 50% | Square
11 5 ] 11 5 1] 5.556
10 7 ] 10 12 1] 15.789
9 7 1] 9 19 1] 30.645
8 3 1] 3 22 1] 39.266
7 2 ] 7 24 ] 46,154
6 1 3 6 25 3 39.286
5 0 1 5 25 4 36.207
I ] 3 4 25 7 268.125
3 0 4 3 25 1 19.444
2 ] 5 2 25 17 9.524
1 ] 4 1 25 1 4.348
0 0 4 0 25 25 A

1. Ha: Six or more Classifiers responding "YES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hy: Six or more Classifiers responding "YES" (to examine a return for unreported income)
were agsociated with High or Low Ul Scores.

<= GE®6



Unrerported Income Study (Phase 1)

Activity Code: 538

A Should The Return Be Examined
For Unreported Income? (1=YES) {0=NO}

Seq e ToR CLASSIFIER ... ALDIT
# Score | 2% 1213|415 |/6||Z]/8]/8|{10]/11 S
1 755 1 AR RN RN RN RN IR RN 10
2 706 1 RN RN RN RN RN AR 9
3 341 1] ofjtj(ojjofjoj/ofjojjajfofjoja 1
4 G991 1 (Lo oo egfrfpry)a 7
5 VES 1 ofjt(ojofjajft(jojajf1{j1q]a 4
[} 310 1] ool et yfofjiofa 5
7 773 1 TILUo e e ypq)a 9
8 846 1 VLU pg)a 9
9 377 i] offt{of{1f{jojfofjf1({|/1]/ofjo||o 4
10 402 1] ofloj(ofofjojfofojt|fof1(a 2
11 G591 1 Oflt(ojpfeft a1 {jofa i
12 =] 1 TPy f1jog|o 9
13 7oa 1 Tl fofp et fjofajf1(j1qa 53
14 BE7 1 IR IR IR NI NI AN IR EEIE 11
15 437 1] ofjoj(ojirfjajf1jojjajfofjojja 2
16 Va4 1 ofltoofjolft{ojryf1{ofa 4
17 71a 1 T oof g fypqa &3
18 437 1] ofjoj(ofofjojfofiojjaj/ofjioja 0
19 755 1 VUL qagyprqa &3

20 364 i] ofltjjofofjojfofiojjajfofjioja 1

21 405 1] ofjoj(ojprfjejftjofprjfofjoja 3

22 32 1] ofjoj(ofofjojfofiojjojfofjojla 0

23 349 1] T{LUo e e yjog)a 8

24 7EB1 1 V(Lo e efypy)a 3

25 405 1] T{prqlofqiofiaft e 7

26 71a 1 RN RN RN NI RN IR EEIn 10

27 347 1] ofjoj(ojjofjojjofjojjajfofjoja 0

28 37e 1] ofjloj(ofrfjejfofrajfofi1q)a 3

29 354 i] ofjoj(ojjofjojfofjojjajfofjo||ao 0
30 405 1] ofjloj(ofofjojfofo{ltjf1frq]a i
31 291 1] ofjt(ojiofjajft (|t yfofjoja 4
32 GES 1 oo felfroajf1fjiria g
33 366 i] offt{oofft{1 ({1 [{ofl1 7
34 431 1] V(Lo oo efypya 7
35 374 1] IHIERIL RN IR NI RN RN e 9
36 371 i] ofjoj(ofofjojfof1{jajfofjlojao 1
37 JS1sis] 1 Vi ogp et e gffjogt 8
38 310 1] 1{lojfofoflojfoflof{]lt|/ofofa 2
39 429 1] ofjojjojjofjaojjofjojjajfofjojja 0

40 702 1 Tt o oo ffpg)a 8

H 3596 1] TILUo i q)a 9

42 37a 1] ofjoj(offefofr oo 4

43 G576 1 Tl fojofjaf (ol tqf1ya 53

44 7a7 1 Lo oo e it &}

45 341 1] ofjloj(ojjiofjajft(jof{jrqfofji1q]a 3

46 7k 1 AR IR RN IR IR ERIEN IR EEIE 11

47 515151 1 VI of e ypq)a 8

48 G74 1 T{ltoofjojfofiojltjf11yqa g

49 E74 1 T{Lrqlofioflaf e 7

50 GBS 1 ofjojjojjofjojfofjojjajfofjofja 0o

(YES U & (Top 2%)
¥ES Ul Total

(MO Ul & (Bottorn 50%)

MO Ul Tatal

20
26

19
24

35

14
15

(SRR EY)

25
47

14
23

16
27

15
20

20
30

33

15
17

29

13
21

1
20

h)

18
19

2007 16.64
29/ 9 2436
16(123 17.27
21|41 25.64

(B)

Audit Sum

1=GEBG
0=1LE5

[N =]

2="GEE" was Top 2%
0="LE 5" was Bot. 50%

1= Misclassified

O=O==0==20==00=0===000000= =000 0o=0d===sooo==o0od=o0-= =

=N =NMNONMNO=NOO0ONO= === 00000N=N=000N0ON=0NKMNMN=00NMNO=NON|KN

2. Hi:

Activity Code 538

Classification By Majority Audit Sums GE 6

Audit Sum ...
UL-DIF SCORES GE 6 LE 5 TOTAL
Top 2% 19 6 23
Bottom 50% 6 19 23
TOTAL 25 25 50

. Ha: Six or more Classifiers responding "¥ES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

wiere associated with High or Low Ul Scores.

Criterion: Reject Ho (Accept Ha) at 5% if chi-square » 3.841.

Computation of Chi-Square

DObserved |Expected

Six or more Classifiers responding "YES" (to examine a return for unreported income)

Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

19)] iEl (0-E) (0-EY | (O-EFE

"WES" U & Top 2% 19 12.5 6.4 42 25 3.360

"WES" Ul & Bottam 4 5 12.5 6.5 4225 3.360

"MNO" Ul & Top 2% 5 125 6.5 4225 3.360

"NO" Ul & Bottom 507 19 12.5 6.5 4225 3.360

Chi-Square: 13.520
Hi & Low Ul Scores Per Audit Sum
AUDIT Bottomn AUDIT CUM CUm Chi-
SUM Top 2% 50% SUMGE...| Top 2% | Bot 50% | Square

11 2 1] 11 2 1] 2.083
10 2 1] 10 4 ] 4.345
9 4 z 9 g 2 4.500
8 7 1 8 15 3 12,800
7 z 3 7 17 B 5742
6 2 1] 6 19 6 13620 |<= GE 6
5 3 1 5 22 7 18.473
1 z 3 4 24 10 18.015
3 0 4 3 24 14 10.965
2 ] 3 2 24 17 6.640
1 ] 3 1 24 20 3.030
0 1 5 0 25 25 P




Unrerported Income Study (Phase 1)

Activity Code:; 539

(A Should The Return Be Examined
For Unreported Income? (1=YES) {0=NQO)
Seq U TOPR CLASSIFIER....
# Scare | 2% A2 34|65 ||6||Z]|8[]9|[10]j11
1 1009 1 Tleojfojofofop(ofti/1[o
2 1045 1 Teofo oo
3 1054 1 Tleojfojf i qp1yoo
4 575 a] oo ofrfprfafoeaa
5 573 0 (oot {ofl1{]1(jafjofiaa
6 571 0 OO0 o{ {11 flof1a
7 535 1] Ojjo(of/ojjofjof|lajjofjofjojla
8 519 0 O o1 {|loflo
9 1044 1 Tlojjojfojfolfr{fojfajf1{/1]|0
10 451 0 (oo o]]|of{]1{|afjofjoflafa
11 B11 0 IR ERIER AN NI ANIENIEEIREIN
12 510 0 THa o[ {offrfr((ofjfi1i/1]0o
13 1003 1 Tt ofojfrfrprfofptqp10o
14 582 0 (oo {11 {|loflo
15 1024 1 T e o e fr g ]o
16 504 0 OO of[ofof]1{|ajjofjofloa
17 5584 1] O[T oo oflofl1jafjofji1//a
18 503 u] OO [Oo][0]|0f{]l1{|ofjofjo(|loflaD
19 BO7 0 Ojjof[of/ofl1[]l1[]lo]jof]jo|]1]]|0O
20 1057 1 OO o fpryra
21 5583 0 Tl efoofrfrfopoj1(o
22 584 0 (oo [oflof]l1{|ofjofjoflofa
23 1049 1 O oo (a1 fjofi1]lao
24 A77 0 Oj{oj(of[1]|of]lof|laf]l1f|]jof|lo||ao
25 556 0 Ojjoq(of/ofjofjoflajjofjofjojla
26 539 0 O(o(o][o]]|of]lof]lofjofjo(|loflao
27 1009 1 Teojforforfojoj1[o
28 528 i] (oo [0 (|aofjof1fao
29 545 u] Tlojojfojfolfri{fr{{r|{{11(/1]0
30 520 a] O(o(of(ofjjof(loflajofofaa
31 9594 1 OO ooflr{aprfpr{i1rya
32 B03 0 OO of[1]{]of{lof]l1||afjoflofa
33 518 0 T oo jfojfo(fajf1{{ojl1]]0
34 1094 1 Tt ofojfrjfry(oj(ofjojl1]]o
35 999 1 T e e ef(oqp(o
36 1058 1 T oo fooqptm
37 1015 1 IR EN I AN AN RN IENIREIA
38 1044 1 Teooofry o
39 1020 1 T e frfaffoff1y11]]0o
40 1023 1 Tt ofojfrfr gy pgqp1]o
41 1023 1 T e v g n]o
42 1002 1 Teoo i g
43 435 0 (oo ofjofl1(|ajjofjofjoa
44 1012 1 Tt o(ojfojfr(ofj(ofjojl1{lo
45 551 0 ojjof[of/of|ofl1{]laf]l1]|]loflo]|ao
46 1013 1 Teofooifry g ]o
47 995 1 T efofofrfrfryof]o
48 1051 1 T e o
49 1045 1 T ofo i f o
50 1128 1 THejofrfr i off1y1]o

(YES U & (Top 2%)
¥ES Ul Total

{NO Ul & (Eottom 50%)

MO Ul Tatal

22
2

=0
23

21

19
29

24
18

17
39

2

il
28

23|20
40132

8 |[13
10 18

22

17
2a

23

20
27

33

16
17

[}

24
47

AUDIT

SUhd

E i R RSN SV R SV RN o 3 i a ) BEAR]

(it R o B Ry By R S N R R R w R o R p R RV R o p o R R o S = o o B Ry R R R VRS R R w'a B n p R R 7 O

14.55
21.45

15.09
258.55

(B)

Audit Sum

1=GEB
0=LES

[}

== === (OO0 0|=|=|=|= == == OO0 =100 000 —={0O=|a|00Q|—=|=—={—=—10O|8—= 0000 |—=|—

&1+ (B
2 ="GEB" was Tap 2%

0="LE 5" was Bot. 50%

1 = Misclassified

MINIMNNRO=0ORNNKNNMNNONDNIND =00 =0 =0=000n 00N O0000RN=KN==0==0000KNKN =

Activity Code 539

Classification By Majority Audit Sums GE 6

Audit Sum ...
UIDIF SCORES GE 6 LES TOTAL
Top 2% 19 6 25
Bottom 50% 5 20 25
TOTAL 24 26 30

. Hg: Six or more Classifiers responding "YES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

H.: Six or more Classifiers responding "YES" (to examine a return for unreported income)

were associated with High or Low Ul Scores.

Random chance, no greater than 5%, requires a chi-sguare value of 3.641 or less.

Criterion: Reject Ho (Accept Ha) at 5% if chi-square > 3.841.

Computation of Chi-Square

Observed Expected

(8] (El (0-E) (0-EF | (O-EFE
"YES" Ul & Top 2% 19 12 7 43 4.083
"WES" Ul & Bottam &l 5 12 7 48 4.083
"NO" Ul & Top 2% 5 13 -7 49 3.769
"NO" Ul & Bottorn 50° 20 13 7 49 3.769
Chi-Square: 15.705
Hi & Low Ul Scores Per Audit Sum
AUDIT Bottom AUDIT CUM CUM Chi-
SUM Top 2% 50% SUMGE...| Top 2% | Bot. 50% | Square
11 ] 1 11 ] 1 MAA,
10 ] ] 10 0 1 A,
9 3 ] 9 3 1 1.067
8 4 1] 8 7 1 5357
7 5 1 7 12 2 9.921
6 7 3 [ 19 5 15705 |<= GE 6
5 1 1 5 20 g 15.705
I 4 3 4 24 g 20.053
3 1 4 3 25 13 15.783
2 1] 3 2 25 16 10.976
1 ] 5 1 25 21 4.348
0 ] 4 0 25 26 A,




Appendix D

Optimal Audit Sums




Unrerported Income Study (Phase 1)

Activity Code; 532

Activity Code 532
Classification By Optimal Audit Sums

() Should The Return Be Examined
For Unreported Income? (1=YES) {0=NO)
Seq e ToR CLASSIFIER ...
i Score | 2% 123416621878 |110]111
1 1868 1 HIERIER I ER RN I EN I ERIER IR RN
2 1635 1 oflallo|laf]la]loflo]||la]lo|lo]]|a
3 1365 1 HIERIER RN IER IR ERIER IR RN
4 323 i] oflofloflof]lo]loflo]]o]|[of{o]]|a
5 323 1] oflallollaofla]lo|lol|la]lo|la]]a
[ 223 il oflolloflof]lo]lloflo]l]lo]|loflo]]|a
7 223 a oflofloelloflo]le|lol]l1]lo|lo]]a
8 323 i] ofloflollof]lo]loflo]]1]loflo]]o
9 323 i] offoflo]{of|lo]{of{o||lo]|lo|{o]]|o
10 1707 1 ol el b ]| o
11 223 i] oflao]lo]|af]lo]lo|la]||la]lo|la]]|a
12 1707 1 ofl+{of{1f]lo]lof{1]|o]lof{o]]|n
13 1385 1 Al oo flo]loflof]l1]lof|1]]o
14 1385 1 Lfollof [ o]l (loflr[1][r]]lo
15 1707 1 {1 ]lo]llaf]lo]lo|la]l]la]lo||o]]a
16 23 1] ofloffalof]lolloflo]]l1]loflo]]lo
17 1386 1 floflo]loflo]lofla]]l1]lo|lo]]o
18 1386 1 SO I N e e
19 1707 1 ofl1]lo]|aflo]lo|la]||la]lo|la]]|a
20 223 1] oflofloflof]lo]loflo]]o]|lof|o]]|o
21 323 1] oflo]lo]|of]lo]lo||o]|]lo]lof|o]]o
22 223 a offollof[1f]lof]lofloflao]|la][o]|lo
23 223 1] oflall1]||aflo]lo|la]l]la]lo||o]]|a
24 1732 1 oflollollof|lo]loflo]]lo]lofl1]]o0
25 1603 1 ofloflo]loflo][1|lo]]lo]lof[1]]o
26 223 a offolloflof]lof|lofloflao]la][o]]lo
27 1676 1 oflalla el [ lalla]la]]1]]0a
28 223 1] oflofloflof]lo]loflo]]o]|lof|o]]|o
29 323 i] offoflo]{of|lo]|{of{o]||lo]|lo|{o]]|n
30 323 1] aflallollaf|lalloflal]la]lofla]]a
31 223 1] 1{lao]lo]|af]lo]lo|lo]|]la]lo||o]]|a
32 1707 1 HIER IR RN RN RN RN RN TR
33 1386 1 {1 {oflo]{of{1]|]la][1]|{1]]0
34 323 1] aflallollaf|lallofla]]la]lo|fla]]a
35 223 il oflaollo|laoflo]lo|la]l]l1]]lo]lo]]|a
36 223 a oflofloeflof]lo]loflo]]o]loflo]]a
37 323 1] oflofloljof]lo]lof{o|]l1]lo]|o]]|o
3g 2055 1 Ao oo o]l ]loflr]]1
39 223 u] offof[afloflofl1 ol ][1][1]]lo
40 2183 1 Al [laflalloflal]l1]lof{1]]o
" 1478 1 ool o[ [{a {1 ]lofl1]]o
42 1707 1 [ HIENIERIER BRI RN NI R | RN RN
43 223 a of{o]lof|lof]lof]loflo|la]ja][o]|lo
44 1385 1 A lallollaofla]ls({a]]l1][a]|1]]0a
45 1707 1 ofl 1o flo]loflol]la][1]|[1]]0
46 322 1] oflolloflof]lo]loflo]]o]loflo]]|o
47 1707 1 offofloflofl1|loflr|[1]]a]lo]|lo
48 1603 1 oflallollafla]lofla]l]l1]lof{1]]o
49 223 1] ofloflo]|of]lo]lo||o]]lo]lo||o]]o
50 1611 1 oflt o flofof{a {1 ]lof{1]]o

(YES Ul & (Top 2%)
YES Ul Tatal

{NO Ul & (Bottorn 50%)

MO U Tatal

14
15

24
35

14

25
36

2
3

14

24
3B

|

25
43

12

24
38

12

25
3

22

19
28

11

24
39

18
20

24
30

M

= b
mm

AUDIT

SUM

ImDMmemGammmm—\D—\Dma—\DDDmDM—\—\—\DD—\mwMMmLﬁLAJDODD—\—\DDD:D:‘

11.82
13.09

2373
35.91

(B

Audit Sum

1=GEZ2
0=1F1

=IO == O = (O = = = O 000 == 0000 =0=000000==w=amamoo0=000 000 =0=—=

&1+ (B

2="GE 2" was Top 2% Audit Sum ...

0="LE 1" was Bot. 50%

1= Misclassified UI-DIF SCORES GE 2 LE 1 TOTAL
Top 2% 22 3 25
Bottom 50% 2 23 25
TOTAL 24 26 50

1. H.: Two or more Classifiers responding "¥ES" {to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hy: Two or moare Classifiers responding "YES" (to examine a return for unreported income)
wiere agsociated with High or Low Ul Scores.

3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.
4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

8]] (E) (0-E} (OB | (OEYE
"YES" Ul & Top 2% 22 12 10 100 8.333
"YES" Ul & Bottom &l 2 12 -10 100 8.333
"NO" Ul & Top 2% 3 13 -10 100 7.692
"NO" Ul & Bottam 507 23 13 10 100 7.692

Chi-Square: 32.051

Hi & Low Ul Scores Per Audit Sum

RNIONIKORNNONRBNDNI=NOO0O0ONKNOOOONOKN=0000=NN=NNMNKMNNOKNOOOOOON =N

AUDIT Eottom AUDIT CLUM CuUm Chi-
SumMm Top 2% S50% SUMGE...| Top2% | Bot 50% | Sguare
11 2 u] 11 2 ] 2.083
10 2 a 10 4 a 4,348
9 ] ] 9 4 0 4,348
8 2 a] 8 B 0 £.818
7 u] u] 7 g 0 £.818

6 B a 6 12 u] 15.789

5 3 1 5 15 1 18.015

4 1 ] 4 16 1 20.053

3 3 u] 3 19 1 27.000

2 3 [ — -~ - 22 R P
1 2 7 1 24 9 20.053

0 1 16 0 25 25 [




Unrerported Income Study (Phase 1)

Activity Code: 533

[£a] Should The Return Be Examined
For Unreported Income? (1=YES) {0=N0O)
Seq U ToR CLASSIFIER ...
# Score | 2% 1010213 )114115]118]Z£]]8][8]{10]{11
1 2372 1 o[ flo]l1||o]]lo]lof|o]]a
2 380 1] oflofloflof|lo]loflo]]lo]loflo]]|o
3 380 a ofloflof|of]lof]loflo|{1]]a]]lo]|lo
4 1777 1 ofl 1 lollof]lolls o]l ]lofl1]]o
5 1683 1 ofl 1 qlolloflo][1||o]]lo]lof]1]]0
6 352 a of{o]lof|lof]lof]lof|loflo]la]|lo]|lo
7 352 1] oflallo]lafla]lo|la]lla]lo]|a]]|a
8 1742 1 Ll ool o] ]lofl1]]o
9 1524 1 ofl 1 a2 ]lefl1]]o
10 1782 1 L[ flof]lof]loflof{1]|a]]lo]|lo
11 1885 1 Aol flo][s||o]]lo]lo||lo]]o
12 352 1] ofloflof{of|lo]|lof|o]||lo]lof{o]]|n
13 1824 1 ofl ool e
14 380 1] aflallollaf]la]llofla]l]la]loflao]]|a
15 380 1] 1floflo]lof]l1]lof|o]]lo]loflo]]a
16 1768 1 ofltlollof]lo]loflo]]lo]lofl1]]o
17 352 a of{o]lof|of]lof]loflo|lo]]a]]lo]|lo
18 320 1] ofloflof{of|lo]lof{o]]lo]loflo]]|o
19 2085 1 HIERIE RN IR IR NI RN RN RN
20 174 1 oflofloellof]lolls{{a{]o]lofl1]]oa
21 1663 1 afl1lollaflallalalla]la]]a]]1
22 1780 1 ofloflofllof]lo]loflo]]lo][a|o]]o
23 352 1] oflo]lo]|of]lo]lof|o|]lo]loflo]]|a
24 1781 1 off1]loflof]lof]loflofla]la][1]|lo
25 320 i ofloflo]|of]lo]lof{o]]lo]lof{o]]o
26 380 1] oflofloflof|lo]loflo]]lo]loflo]]|o
27 1832 1 Lo lo]lofl1]]lo]lofl1]]0
28 1808 1 Aol flolla]lr]]a
29 378 i] offoflo]{of|lo]|{of{o]||lo]|lo|{o]]|n
30 380 1] ofloflollof]lo]lof{o]]1]loflo]]o
31 380 a of{oflof|of]lof]loflo|lo]la]]lo]|lo
32 352 1] 1f{lo]lol{of]lo]|lof|o]]lo]lof{o]]o
33 380 i] offofls]{oflo][1|{1]]lo]lo|{o]|]|n
3 17 1 ofltlolof|lo]loflo]]lo]lofl1]]o
35 1914 1 1 ]lof|lof]lof]loflo|la]]1]][1]]o
36 362 1] oflofloflof]lo]loflo]]o][of|o]]|o
3T 1687 1 Aol oflo]lof{of]lt ][ ]r]]1
38 380 a oflofloelof]lo]leflo]]o]loflo]|a
39 1765 1 afl 1ol o]l 1 ]la]l1]]1]]a
40 362 1] 1f{lollollof]lo]loflo]]lo]loflo]]o
M 352 1] oflo]lo]|of]lo]lof|o]]lo]lo||o]]o
42 1639 1 offofloflof]lof]loflof{1]|a][1]|lo
43 320 1] ofloflo]|of]lo]lof{o]]lo]lof{o]]a
44 1886 1 oflofloflof]lo]loflo]]1]lofl1]]|o
45 2328 1 NN R I BRI RN R R
46 1924 1 Aflallolla o]l ({1 ]]1
47 1688 1 ool o]
48 352 1] 1f{lollollof]lo]loflo]]o]loflo]]o
49 352 u] of{oflof|of]lof]loflo|lo]]a]]lo]|lo
50 320 1] ofjoflo]{ofjo]|{of{o]]o]|lof{o]]o

(YES U & (Top 2%)
¥ES Ul Total

(MO Ul & (Bottomn 50%)
NO Ul Total

21
34

25
33

ool

24
42

[malfus)

25
42

[ RN

24
45

24
35

24
38

23
39

25
40

20

25
30

o

25
42

AUDIT

SUM

DO —= 000N OMNODO =2 0000 MNMW=20=00MO00MNO = §E0O0oOoMNMNO~NO0OEERODHDOOWER—=O0O &

10.91
11.82

24.09
38.18

(B)

Audit Sum

1=GE2
0=LE1

A1 + (Bl

2="GE 2" was Top 2%
0="LE 1" was Bot. 50%
1= Misclassified

OO0 = =aaa0=00=0=0== =000 0= =00=00===00==0=0====00= =00 =

Activity Code 533

Classification By Optimal Audit Sums

Audit Sum ...
UL-DIF SCORES GE 2 LE 1 TOTAL
Top 2% 24 1 23
Bottom 50% 2 23 25
TOTAL 26 24 50

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

Observed Expected

1. Ha: Two or more Classifiers responding "YES" (to examine a return for unreparted income)
were independent of High or Low LI Scores.

2. Hay: Two or moare Classifiers responding "YES" (to examine a return for unreported income)
were agsociated with High or Low Ul Scores.

3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

Oo0o0oMNMNBODNIONOONONONMNMN=0000ONMNMNOO0OMNO=NMNNOOoON=0ONNONKMNNOORDKNOON

19)] iEl (O-E) (0-EY | (O-EXE
"YES" Ul & Top 2% 24 13 1 121 9.308
"YES" Ul & Bottarn Sl . 13 -1 121 9.308
"NO" Ul & Top 2% 1 12 -1 121 10.083
"MC" Ul & Bottom 809 23 12 1 121 10.083
Chi-Square: 38.782
Hi & Low Ul Scores Per Audit Sum
AUDIT Eottarn AUDIT CUM Cum Chi-
SUM Top 2% 50% SUMGE...| Top2% | Bot 50% | Square
11 ] 1] 11 1] 0 P,
10 0 ] 10 ] 1] P
9 1 1] 9 1 1] 1.020
8 5 1] 3 g ] 5.818
7 1 ] 7 7 1] 5.140
6 3 1] 6 10 1] 12,800
5 1 o 5 11 ] 14.103
1 5 1] 4 17 1] 25758
3 2 1 3 19 1 27.000
2 5 1 <= WA
1 1 5
0 0 18




Unrerported Income Study (Phase 1)

Activity Code: 534

1) Should The Return Be Examined
For Unreported Income? (1=YES) (0=NO}
Seq e ToR CLASSIFIER ...
# Score | 2% 12131/ 4]|5)|6]]Z2]]8(/8[{10)j11
1 1607 1 T{lojlofoflalft{{o{lt]/ofya
2 1374 1 ofjoj(ojjofjejfofjojjajfofj1rqa
3 1634 1 T{lojlofiofjojfof{ojl1][of1]a
4 1535 1 TILU e e qprqfofprqa
5 401 ] 1{jajlol|ofjajlofloj]ja]lof|o||ao
[ 375 1] ofjojjojjofjojjofjojjajfofjojja
7 1423 1 ofjojjofjofjojfofiojjajfofj1]a
8 375 1] ofjoj|ojjofjojfofjjojjajlofjof|a
9 37a i] T{lofjfofjofjofjfofjojlalfofjo||o
10 375 a ofjoj(ojjofjejfofjojjajfofjoja
11 1424 1 Tt ofofjojfofjiofjjt][of1y]ao
12 37a i] ofjoj(ojjofjoj(ofjojjojfofjol||o
13 375 ] ofloj|ofj|ofjajloflojjajlof|oj]ao
14 305 1] ofjoj(ojjofjojjofjojjajfofjojja
15 395 1] ofjoj(ofofjojfofjojjaojfofjojja
16 375 1] 1{jojlojjofjojfofjlof]l1]/ofjo]|ao
17 1499 1 ofjoj(ofofjojfofofjjrfofjioja
18 1407 1 VUL e e qfafprqa
19 1379 1 ofloj(ofiofjojfofiofjjtjfof1]ao
20 37a 1] ofjoj(ojjofjojfofjojjajfofjoja
21 375 ] oflaj(of1f{jajloflojjajfofjojlao
22 375 1] ofjoj(ojjofjojjofjojjajfofjojja
23 37a 1] ofjoj(ofofjojfofjojjaojfofjojja
24 401 1] 1{jojlojjofjojlofjlof]l1]/ofjof|ao
25 37a 1] ofjoj(ofofjojfofiojjajfofjioja
26 1440 1 ofjt(ojjofjejfofjojjajfofji1rqa
27 305 1] {lojlofofltf1{lojjajlofolao
28 N7 1] t{lojlojjiofjajft{jofjjaj/ofj1yqa
29 1470 1 T{lojfoljofjojfofjofjalfofjo||ao
30 1486 1 Tl folp et q|jaj/ofoja
31 401 1] ofjojjofjofjojfofjojjajfofjiojla
32 1402 1 ofjojjojjofjojfofjofj1jfofj1]ao
33 1519 1 ofjoj(ofjofjojft{jojjajfofj1y|o
34 295 a ofjoj(ojjofjejfofjojprjfofjoja
35 1363 1 (Lo et ot ypr)a
36 1683 1 TP efie gt
37 1654 1 (L fe]ffiojjajlofi1]a
3g 347 1] ofjoj(ojjofjojjofjojjajfofjoja
39 1419 1 ofjojtfelfrojajf1{iofa
40 375 1] ofjoj(ojjofj1j/ofjjojjajfofjoj|a
M 1649 1 (Lt ooflojfof{o{]lt]/ofyao
42 1542 1 ofjt(ajprfejfofjojjajfofji1rqa
43 1362 1 (LU efleffofjiofjt]of)a
44 37a 1] ofjoj(ojjofjojfofjojjajfofjojja
45 420 ] oflt](ofofjajlofloj]l1j/of|ojlao
46 37 1] ofjoj(ojjofjojfofjofjrj/ofjoja
a7 1376 1 {lojjofjoflojfofjlojjaj/ofojao
48 1406 1 TP el fjofjajfofpr)1
49 1436 1 UL fe ot
50 1397 1 1{joj{ojjofj1]{ofjojja]lo|jo]]ao

(YES U & (Top 2%)
¥ES Ul Total

(MO Ul & (Bottom 50%)
NO Ul Total

16

19
28

24
%

oo oo

25
42

oo

24
42

A REEY)

23
45

23
37

[gu}

25
48

20
32

I

25
46

24
30

[SRREET]

25
47

AUDIT
SUM

N O~ = =MWk =L O0O~N=NMNOM=2WWUN OO0 =0ON~N=N0O000O0EO=0=0=~Ww —|&

[{u}

10.64

23.36
39.36

(B)

Audit Sum

1=GE1
0=EqQ

[ENE=]]
2="GE 1" was Top 2%

0="EQ 0" was Bot. 50%

1= Mlisclassified
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Activity Code 534

Classification By Optimal Audit Sums

Audit Sum ...
UI-DIF SCORES GE 1 EGQ 0 TOTAL
Top 2% 25 0 23
Bottom 50% 11 14 25
TOTAL 36 14 50

1. Ha: One or more Classifiers responding "YES" {to examine a retumn for unreported income)
were independent of High or Low Ul Scores.

2. Hiy: One or more Classifiers responding "YES" (to examine a return for unreported income)
ware associated with High or Low Ul Scores.

3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

Observed Expected

19)] iEl (O-E) (0-EY | (O-EXE

"YES" Ul & Top 2% 25 14 7 49 2722

"WES" Ul & Baottarn &0 11 14 F 45 2722

"M LI & Top 2% o 7 7 49 7.000

"MO" Ul & Bottom 507 14 7 7 49 7.000

Chi-Square:| 19.444
Hi & Low Ul Scores Per Audit Sum
AUDIT Bottarmn AUDIT CUM ClUm Chi-
SUM Top 2% 50% SUMGE...| Top2% Bot 50% | Sguare

11 ] o 11 1] 1] P
10 ] ] 10 0 ] PAA,
9 2 1] 9 ? 1] 2.083
8 ] o 8 2 ] 2.083
7 4 ] 7 5 1] £.818
6 1 1] 6 7 1] §.140
5 2 ] 5 3 ] 10.976
1 4 ] 4 13 1] 17 568
3 2 2 3 15 2 15.062
2 5 3 2 20 5 18.000
1 5 B | 1. 25 111844 = max
0 0 14 0 25 25 A




Unrerported Income Study (Phase 1) Activity Code 535

Activity Code: 535 Classification By Optimal Audit Sums
(A Should The Return Be Examined B A1 + (Bl
For Unreported Income? (1=YES} {0=NO) Audit Sum |2 ="GE 10" was Top 2% Audit Sum ...
Seq U ToR CLASSIFIER... AUDIT 1=GE10 0="LE 9" was Bot. 50%
# Score 2% 123 lallslle|l|Z18|l8 10111 Sk 0=LE% 1= Misclassified ULDIF SCORES GE 10 LE9 TOTAL
1 963 1 IR RN IR RN RN AN RN 10 1 2 Top 2% 22 3 25
2 427 1] T giagao 9 0 0
3 460 1] T e ye oo =] 0 0 Bottom 50% 6 19 25
4 4a6 1] IR IR IR AN IR IR RN 10 1 1
5 1035 1 RN IR IR AN IR IR RN RER 11 1 2 TOTAL 28 22 30
[ 456 a VLo e prgfr]jofjo 7 0 0
7 379 a o prpqejjag g foljofa =] 0 0
8 963 1 NI RN IR AN IR IR IR AR RN 11 1 2
9 491 u] TV ey e 9 ] ] 1. Hg: Ten or more Classifiers responding "YES" (to examine a return for unreported income)
10 924 1 TV e g 10 1 2 were independent of High or Low Ul Scores.
1 L 1 RN IR AN IR IR IR AN RER 11 1 2
12 572 1 TP T ]t 11 1 2 2. Ha: Ten or more Classifiers responding "YES" (to examine a return for unreported income)
13 485 a T o ag(o) g 0 0 were associated with High or Low Ul Scores.
14 449 1] ojofjrjjojjajprj1jfojfol]joljo A 0 0
15 1019 1 T oo 9 u] 1 3. Randor chance, no greater than 5%, requires a chi-square value of 3.841 or less.
16 460 1] Tofprqoapeargfaojao G 0 0
17 957 1 T g 11 1 2 4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.
18 963 1 NI RN IER AR AN IR IR AR RN 11 1 2
19 )] 1 RN IR AN IR IR IR AN RER 11 1 2 Computation of Chi-Square
20 995 1 NI RN IR RN AN IR IR RN RN R 11 1 2
21 386 1 NI IR IR AN IR IR AN RER 11 1 2 DObserved Expected
22 427 1] Vo qjaj i tqfaojjofjao G o] 0] 18] B [0-E) (0-EY | (0-B%E
23 427 1] T oo 9 0 0
24 245 1 NI RN AN IR AN IR RN AN RER 11 1 2 "YES" Ul & Top 2% 2 14 8 G4 4571
25 427 a oo jjojjajjaj g fofofnao 3 0 0 "YES" U| & Bottom &l 5} 14 -0 G4 4.871
26 460 a NI RN EN AR IR IR IR AR RER 11 1 1 "MO" UL & Top 2% 3 11 -0 G4 4.818
27 460 a T b o 10 1 1 "MO" Ul & Bottom 50¢ 19 11 =3 B4 5.818
28 466 1] oofjojjojjajptagprgfr]ppao =1 0 0
29 460 0 [ ER I R R R R R El 0 0 Chi-Square: 20.779
30 886 1 I RN IR IR RN RN RN RE 10 1 2
31 932 1 IR RN IR AN AN IR IR N R 10 1 2
32 924 1 TV e g 10 1 2
33 g6 | 1 IR ERE 10 1 2 Hi & Low Ul Scores Per Audit Sum
34 a02 a oo qa oo & 0 0
35 g2 1 RN RN IR AN IR IER RN AN RN R 11 1 2
36 427 1] IR IR IR IR NIRRT 10 1 1 AUDIT Bottam AUDIT CUM CLIM Chi-
3T 439 a ofjofjr{jojajptjfojfrfoflofao 3 0 ] SUmM Top 2% 0% SUMGE... | Top 2% @ Bot 50% | Sguare
3g 957 1 IR RN AN RN RN RN RN R ] 0 1
39 G351 1 NI RN ER AN AN IR IR AN RN 11 1 2 11 16 1 11 16 1 20.053
40 456 a T e g gfr]jofo ] 0 0 10 5} T (S} N 10 || . .0 L 6 | 20779 | == MAX
M 460 1] ofofjojjojjajprjajtrjfolofao 2 0 0 9 2 =3 9 24 11 16.025
42 934 1 L eq e gfogpr o 7 0 1 3 0 3 8 24 14 10.955
43 230 1 RN RN IR IR IR IR AN RN 11 1 2 7 1 1 7 25 15 12.500
44 460 a RN ER RN RN ER BRI RN EER 10 1 1 6 0 3 6 25 15 8.140
45 230 1 NI AR IR AN IR IR IR AN RER 11 1 2 3 0 2 3 25 20 0.9296
46 427 1] NI RN IR IEN AN IR IR RN 10 1 1 4 0 1 4 25 21 4.348
a7 1003 1 NIRRT AN IR IR IR AN RN 11 1 2 3 0] 3 3 25 24 1.020
48 a2 1 NI RN IR AR AN IR IR AR RER 11 1 2 2 0 1 2 25 25 AR,
49 439 a oofjojr e gfolofa 4 0 0 1 0 0 1 25 25 AR,
50 460 1] Tt r i yjajao g 0 0 0 n] n] 0 25 25 PAA,

(FES U & (Top 2%) 25| 125|126 23] 21|23 125]|25| (23] |25] 121 23.73
YES Ul Taotal 43 42 45400 32 45 48 49 |39 31| 40.09

[ux}

(NO Ul & (Bottom 50%) | 7 S1B[[14][3[]12[[1]]9[]19][18 8.636
NO Ul Total Flells[1ajeiis (211 1{11]19]{23 2.9039



Unrerported Income Study (Phase 1)

Activity Code: 536

A Should The Return Be Examined
For Unreported Income? (1=YES) {0=NO)
Seq U ToR CLASSIFIER ...
# Scare | 2% 220131/ 4]|5)|6]|Z]]8(/9[{10]}11
1 447 i] ofjoj1ofjojf1{{ojjojlof|oj|o
2 485 1] ofjtqprefjejfofofptjfofjofa
3 7B 1 LU e e ffp)a
4 753 1 IHIERIER RN R IR RN RN IR RE
5 489 1] ot fe] oo
[ 447 1] ol e qprqlofjof)a
7 7T 1 Lo fe o)t
8 723 1 [HIRRIEE IR IR IR RN IREInE IR
9 7k 1 T iyt
10 732 1 IHIERIEN RN IR IR ENIER IR EEIn
11 748 1 Ot e et e bt
12 445 i] ofjoj(1jofjoff1{jof{jajfofj1|o
13 470 ] T efla] et
14 478 1] ofjoj1ofjajf1(jojjajfofjoja
15 495 a ofjojtfelfrfrqaejfofioja
16 753 1 TILO e qagfypry)a
17 464 1] ofjoj(ofofjojfofiojjajfofji1]a
18 405 1] IHIERIE IR IR IR RN IR
19 753 1 AN IR IR IR RN ENIEN IR EEIn
20 730 1 IHIERIER IR IRR IR ERIENIREIEEIn
21 T4 1 VLU fe b e fpr)a
22 475 a Llleqfrpafe e qeqfaofprq)
23 B 1 AN IEN RN IR NI RN IR REIn
24 506 1] Lt oflaffofjfr{jajfofj1yqa
25 a0z 1 IHIERIEN IR IAN IR RN IEEInEIEEIE
26 7Eg 1 IHIERIEN R IR IR RN R IR EnIn
27 732 1 T egiofpr el
28 204 1 IHIERIER RN R IR RN IER IR RE
29 455 i] ofjoj{oljofjojfofjo||lo]{ofjo]|]|o
30 505 1] 1ol ]iofjojjofjojjaj/ofoja
31 754 1 VUL fe it
32 738 1 TP e el o)t
33 4596 i] T{laffroflofft({1{{r]{of|of1
34 505 1] ofjaoj1 el jofjaojf1{joj|ao
35 472 1] ot efjejfofiojjaj/ofioja
36 511 1] IHIERIER RN R IEN RN RN RN RN
37 457 i ofjoj(ofr ol {iojjajfofjiolla
38 513 1] ofltprofe ol
39 488 ] ofjoj(1|{ofjojloflojjojfofjojla
40 486 1] tflaflofjpflafftfpqajfofgri
41 753 1 IHIENIEN RN IR IR RN RN IR EEIE
42 7EB1 1 [HIERIEN RN IR ENIEN IR NI
43 g2 1 [HIENIER RN IAN RN ENIEN IR EEIn
44 411 1] ofjojijjofjojfofiojjajfofjoj1
45 7o0 1 IR RE AN IR RN AN IR EEIn
46 824 1 IHIRRIER IR IR IR RN IEN IR EEIE
47 445 1] ofjoj(1ofjojfofjojjaojfofjiojla
48 VBB 1 TiLCp e o qfyprq)a
49 7EB 1 AN R RN NI RN IR EEIn
50 471 1] et e ajf1jofa

(YES U & (Top 2%)
¥ES Ul Total

{NO Ul & (Bottorm 50%)

MO Ul Tatal

24

16
17

25
35

15
15

11

24
38

25

13
1:3

18
23

149
19

16
18

18
24
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SUM

s -
S e moDS ow

el 1)

2218
3193

15.27
18.09

(B)

Audit Sum

A1 + (Bl
2="GE 8" was Top 2%

0="LE 7" was Bot. 50%

1= Misclassified

1=GE&
0=LE7
1]

O=m =m0 =adaa a0 =000==200= 2= a0=0=a2aa0=a00=0= == 00-=-=0

OMNMNOMNNNONINNOOOO-=000MNNOoOO0ONNKNNMNDONONMNNKN=0ONNO0O0O=0MNMNNNoOoOoORKIOO

Activity Code 536
Classification By Optimal Audit Sums

Audit Sum ...
UL-DIF SCORES GE 8 LE7 TOTAL
Top 2% 25 0 25
Bottom 50% 3 22 23
TOTAL 28 22 50

1. H.: Eight or moare Classifiers responding "YES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hy: Eight or mare Classifiers responding "YES" (to examine a return for unreported income)

ware associated with High or Low Ul Scores.
3. Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.
4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

() (E) | (OE) | (0-Ef  (OEXE
"YES" Ul & Top 2% 25 14 1 121 5.643
"YES" Ul & Bottorm 50 3 14 11 121 8.643
"NO" U & Top 2% o 11 -11 121 11.000
"WO" Ul & Bottom 500 22 11 1 121 11.000
Chi-Square: 39.286
Hi & Low Ul Scores Per Audit Sum
AUDIT Battorm AUDIT CLM CUM Chi-
SUM | Top2% 50% SUMGE...| Top2% Bot 50% | Sguare
1 a ] 11 9 0 10.976
10 5 2 10 15 2 15.062
9 5 o 9 20 2 26.292
8 5 1 B 26 3 39286 | <= MAX
7 ] 3 i 25 E 30.645
6 ] 4 6 25 10 21.429
5 ] 1 5 25 11 19.444
1 ] 2 1 25 13 15.789
3 ] 2 3 25 15 12.500
2 ] & 2 25 21 4.348
1 ] 3 1 25 24 1.020
0 ] 1 0 25 25 MEA,




Unrerported Income Study (Phase 1)

Activity Code: 537

(] Should The Return Be Examined
For Unreported Income? (1=YES) ({0=NO}
Seq e ToR CLASSIFIER ...
# Score | 2% 10201 31/4]|5)|6]]Z2]]8/8[|10/j11
1 g0 1 TILLr e e fpa it
2 325 i oflojlofloflojloflojjojlofiol|ao
3 380 i] 1{logloioflalft (o
4 397 a T{lejlofoflejfof{oj]lt][aof1ya
5 350 1 RN IR RN IR RN RN IR REI
[ 920 1 AR IER NI RN NI RN IR EEIE
7 405 1] t{lojlojjiofjajft{jofj]jr]/ofjoja
8 085 1 T e e g]a
9 035 1 Tl {oljoflaff1{{1{la]f1]|{1]|0D
10 1018 1 TP e i qe]f o
11 328 a e pfe e qegfojot
12 957 1 TP yelf1y1y|o
13 =] 1 Tiegfrofiaf e
14 305 1] T{leffroflelft{{ojjaj/ofoja
15 =] 1 T{lagr et qagfyp1q)a
16 337 i t{lojlofiofjaolft{{ofjl1]lof11]]0o
17 282 i] 1{jo]|o]|of|lo]|o|lo]]lo]lo||o]]|O
18 350 1] LU e ot yfofofa
19 1003 1 IHIERIEN RN IR RN RN IR IEEIn
20 =] 1 [HIENIEN RN IEN RN ENIEN IR EEIE
21 337 1] ofjojrofjajft(joqajf1{ji1qa
22 351 u] 1{lojfofoflajft{{oj]jaj/ofjoja
23 382 i ofjt [ jjofjojf1{jojjojfofjojjao
24 gz20 1 T L i floqp i |o
25 326 1] ofjoj(ojjofjoj(ofjojjajfofjoja
26 394 1] LU e flefofrjajfof1ya
27 1014 1 IHIERIEN RN IR RN RN IR EEIn
28 401 1] ofjoj1ofjejfofojjajfofi1i)a
29 409 i] a1 fjeff1{j{ojjajfofjoj|o
30 935 1 IHIRRIER IR IR IR EE IR IR EEIE
31 388 1] ofjoj[1]|of|jo]lofjoj|lo]lofjo]]|o
32 986 1 IR IEN RN IR EEIAN IR EEIn
33 337 i] T{jojfoljofjojfofjoj|la]fofjo||o
34 1064 1 AR IR IEN RN R IR EEIn
35 337 1] ofjoj|ojjofjoj(ojjojjajfofjoja
36 337 i 1{lojlofof|lojfofloj]jo][ofl1]]0o
37 49 1 IHIERIEN IR IEN IR RN IRNIENIEEIE
3g =] 1 IHIERIER I RN IR RN IEE IR EEIE
39 357 1] ofjoj(1jjofjajfofjofjrjfofjoja
40 920 1 V(LU fe oo
M 326 i ofjoj(ojjofjaojfofjojjajfofjoja
42 1025 1 T e e fp et
43 368 i 1{|o]lo]jof|lo]|ofjlo]|a]lo|jo]]aO
44 1064 1 T L oo i qe]f )
45 373 a ofjoj(ojjofjejft(jojjajfofj1ri]a
46 931 1 Lo e it
47 405 1] t{lojlojjofjajft1{jojjajjofoja
48 054 1 VLU e et
49 1025 1 [HIERIER R IAN RN RN IER IR RN
50 o35 1 IHIERIER IR IRRIEN RN R IRNIRNIE]

(YES U & (Top 2%)
¥ES Ul Total

(NO Ul & (Baottor 50%)

MO Ul Tatal

25
40

10
10

23
26

22
24

34

15
16

16

22
34

18

25
32

25
37

13
13

23
26

22
24

19
30

26

24
24

25
33

17
17

19

23
31

AUDIT
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—

21.09
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19.27
23:18

(B)

Audit Sum

1=GE7
0=1F6G

e O = (O = O = 0= O= = 00=0=0=00=00 =000 ==000=0==0=0=0==000—-

(&1 + (B
2="GE 7" was Top 2%

0="LE B" was Bot. 50%
1= Misclassified

Activity Code 537

Classification By Optimal Audit Sums

Audit Sum ...
UI-DIF SCORES GET LE 6 TOTAL
Top 2% 24 1 25
Bottom 50% 0 25 25
TOTAL 24 26 50

4. Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

DObserved |Expected

1. Hg: Seven or more Classifiers responding "YES" (to examine a return for unreported income)
were independent of High or Low Ul Scores.

2. Hy: Seven or more Classifiers responding "YES" (to examine a return for unreported income)
weere agsociated with High or Low Ul Scores.

3. Randorn chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

MINMNONONIORNONONNOONONONOONOONIOOONNOOONIOKNNON=NOMNKMNOOODN

[(8)] E (O-E) (0-EY | (O-EYE
"YES" Ul & Top 2% 24 12 12 144 12.000
"WES" LI & Bottam 4 ] 12 -12 144 12.000
"MNO" Ul & Top 2% 1 13 -12 144 11.077
"MO" Ul & Bottom 507 25 13 12 144 11.077
Chi-Square: 46.154
Hi & Low Ul Scores Per Audit Sum
AUDIT Eottormn AUDIT CUM cum Chi-
SuUM Top 2% 50% SUMGE...| Top 2% | Bot 50% | Square
11 5 ] 11 5 1] 5.556
10 7 ] 10 12 1] 15.789
9 7 1] 9 19 1] 30.645
8 3 1] 3 22 1] 39.266
7 2 a SR U | e O ) 46,154 | <= MAX
6 1 3 6 25 3 39.286
5 0 1 5 25 4 36.207
I ] 3 4 25 7 268.125
3 0 4 3 25 1 19.444
2 ] 5 2 25 17 9.524
1 ] 4 1 25 1 4.348
0 0 4 0 25 25 A




Unrerported Income Study (Phase 1)

Activity Code: 538

[£a] Should The Return Be Examined
For Unreported Income? (1=YES) {0=N0O)
Seq U ToR CLASSIFIER ...
# Score | 2% 1010213 )114115]118]Z£]]8][8]{10]{11
1 755 1 IR RN RN NI RN IR EEIn
2 70B 1 IHIERILA R IR IR RN RN IR e
3 34 1] ofl1](ofjofjojloflojjojlofjojlao
4 ==l 1 Tl oofp o qagprfprqa
5 VES 1 ofltoofjojftojajf1{i1i]a
[5 310 u] ofjt(opr et qpr]lofjof]a
7 773 1 IR RN IR RN IR e
8 B4k 1 VIO yprq)a
9 377 1] gflt{af{rfjojfof{1(|r|{ofjojlo
10 402 1] ofjoj|ojjofjojfofjof1q{ofj1]ao
11 Bo1 1 Ofltof et alf1{iofa
12 VB3 1 T iy qf1]jog|o
13 sl 1 (Lo et fefjalf1f1ia
14 BE7 1 IHIRRIEE IR IR IR RN RN IR EEIE
15 437 1] ofjoj(ofrfjojft{jiojjaojfofjiojla
16 74 1 ofjtj(ojjofjajft ot/ {joja
17 710 1 T o ot )a
18 437 1] ofjoj(ojjofjojfofjiojjajfofjola
19 755 1 Lo e fpr)a
20 364 a ofjt(ojjofjejfofjojjajfofjoja
21 408 1] ofjoj(ofirfjajf1{{ojprjfofjojlao
22 32 1] ofjoj(ojjofjojjofjojjajfofjojja
23 349 1] V(Lo e fjog)a
24 7E1 1 Lo e qp|a
25 405 1] (L oofloftfpagfrfprpt
26 71a 1 IHIERILA RN IR IR RN RN IR RN
27 347 1] ofjoj(ofofjojfofiojjajfofjloja
28 37 1] ofjoj(ojprfjajfofr{jajfofj1]a
29 354 i] ofjoj(ofjofjojfofjojjajfofjo||ao
30 405 1] ofjoj(ojjiofjajfofjof{jtqf1{j11q]a
31 291 i] ofjtl(ofofjajft{{1{p11{of|ojla
32 BES 1 ofjtj(ofjprfjajfrofjajf1fj1{]a
33 366 i] offt{ooflt{r{r(ryf1[{of1
3 431 1] T oo eyprya
35 374 1] AR RN IR IR EnIEEInE e
36 371 1] ofjoj(ojjofjojfofjr{|jajfofjoja
3T JS1sis] 1 V(Lo e fogpt
38 310 a 1{lejlojjofjajfofjof]lt]/ofoja
39 428 1] ofjoj(ofjjofjojfoflojjojfofjojlao
40 702 1 T{LUo o fyprq)a
M 3596 1] IR RN RN NI RN RN e
42 37 1] ofjoj(ojprfeffofpr{1qfofpr]a
43 E7B 1 (L oofjolft (ot yp1]o
44 7a7 1 TP oofp ey
45 341 a ofjoj(ofiofjejft (ot jfaofi1ri]a
46 7B 1 IHIRRIEE IR IR IR RN RN IR EEIE
47 515151 1 (Lo oo ffpr)a
48 G574 1 T{lqlojjofjajfofjfof{jtQf1(1yqa
49 E74 1 T ooflalfa (et
50 GBS 1 ofjojjojjofjojfofjojjajfofjojja

(YES U & (Top 2%)
¥ES Ul Total

(MO Ul & (Bottomn 50%)

MO Ul Tatal

20
26

19
24

14
15

[TRR V)

25
47

16
27

20
30

15
17

13
21

1
20

18
19

16
21

=l

23
41

AUDIT
SUM

(B S R bV VR 1 NP TR e B N R T RN | RSV S R 0 3 Mg e« ' B R N O N e e SN Y oy R E 1S AT N TR T R S TR EN TN

16.64
2436

17.27
25.64

(B)

Audit Sum

1=GES
0=1E4

A1 + (Bl
2="GE 5" was Top 2%

0="LE 4" was Bot. 50%

1= Misclassified

O=mmmad=a a0 =2 00=a0== =2=a00000= =2 =a2=a000=0=a00= =2 00—=-==0=0-s —

= NMNNNONINO=NN0O0O0NO=-=—-= =00 000N=hN=000MN 0O =0NMNNMNMNNOONIN = =MNO0ORKNMN

2. Hi:

Activity Code 538

Classification By Optimal Audit Sums

Audit Sum ...
UL-DIF SCORES GE S LE 4 TOTAL
Top 2% 22 3 23
Bottom 50% 7 18 25
TOTAL 29 21 50

1. Ha: Five or more Classifiers responding "YES" (to examine a return for unreported income)
were independent of High or Low LI Scores.

Five or more Classifiers responding "YES" (to examine a return for unreported income)

were agsociated with High or Low Ul Scores.

Random chance, no greater than 5%, requires a chi-sguare value of 3.841 or less.

Criterion: Reject Ho (Accept Ha) at 5% if chi-square = 3.841.

Computation of Chi-Square

Observed Expected

19)] iEl (O-E) (0-EY | (O-EXE

"YES" Ul & Top 2% 22 14.5 75 56.25 3.873

"YES" Ul & Bottarn Sl 7 14.5 75 56.25 3.879

"NO" Ul & Top 2% 3 10.5 75 56.25 5.347

"MC" Ul & Bottom 80% 16 10.5 7Aa 56.25 5.357

Chi-Square: 18.473
Hi & Low Ul Scores Per Audit Sum
AUDIT Eottarn AUDIT CUM Cum Chi-
SUM Top 2% 50% SUMGE...| Top2% | Bot 50% | Square

11 2 1] 11 2 0 2083
10 2 1] 10 4 1] 4.345
9 4 2 9 g 2 4,400
8 7 1 3 15 3 12,800
7 2 3 7 17 g 9742
6 2 1] 6 19 B 13.520
5 3 S IR 8 e 22 7. ].18473 | <= max
1 2 3 4 24 10 18.015
3 0 4 3 24 14 10.965
2 ] 3 2 24 17 6.640
1 ] 3 1 24 20 3.030
0 1 5 0 25 25 R4,




Unrerported Income Study (Phase 1)

Activity Code: 539
(A Should The Return Be Examined
For Unreported Income? ({1=YES) (0=NO)
Seq U TOR CLASSIFIER ...
# Scare | 2% 1213 A1|6||6]|Z]]8]]8|]10]j11
1 1009 1 Toojjajofjojlajjiofltj/1|o
2 1045 1 Tofofa i efptgp1o
3 1064 1 Tooo b ryfofo
4 575 0 oflrq(ofjofjajfrpr{jajjojajlo
5 573 0 oflejfofiryjejfrry(afojjajlo
[5 571 0 oflojjofjofjaojf1{1{{1]lo]]l1]]lo
7 535 0 oflojjof|lojjojfofjojlol|loj|lo]|lo
8 519 0 Oflro b qello
9 1044 1 T{of{ofjaofjfoflr{{oajjofl1]l1][|0
10 481 0 oflojjofjojjojf1(]joj/ajjojjajlo
11 E11 0 NI IERIER RN RN R EE I RNIREE!
12 510 0 TIHOo{t]{of[l1{[1]{ofl1][1]|0
13 1003 1 T e e efptgf1o
14 552 0 ofloj(offr i qallo
15 1024 1 T e e rgfo
16 504 n] aofjajjofjojjajfr{jojjajjojjajlo
17 504 0 oflr(ofjiojjojfoflr{loj|ioj]l1]lo
18 503 0 oflojjofjojjaojf1(]joj/ojjojjajlo
19 EO07 0 ofloj(ofiof{1frjojlofjoj]1]lo
20 1057 1 oflrofof e qpr]lo
21 503 0 T o fefofrqpr|oflajfi1flo
22 04 0 ofloj(ofjojjajfa(jojfojjojjajlo
23 1049 1 oflryofotfr e ]lo
24 477 0 oflaj(ofjrjjajfojojf1]jojjajlo
25 556 0 ofloj(ofiojjajfo(jojlojiojjajlo
26 538 0 ofloj(ofjojjajfojoj/ajjojjajlo
27 1009 1 1olojjoj1{jojl1]ofjojf1||o
28 528 0 oflojjof{r{jojf1{1{{o]jof]1]|l0o
29 548 i] Tl{of{oflolfoflr{la1]{1f]1][1]|0O
30 520 0 ofjojjofjojjojfo(]lojlo]joj|a]|lo
31 oo4 1 oflojjofiojjojfr oty 1]lo
32 E03 0 oflaj(ofjfr{jajfoj1{/ajjojjajlo
33 18 i] Tl ofjafjfofjoffaljrfjojf1||o
34 1094 1 T oqaprajjofjajfi1|jo
35 o] 1 T e ey efjagfi1fo
36 1058 1 o qapaprprioefelfi]
37 1016 1 T e e e
38 1044 1 1oljofjojfoflr (i dprqfalo
39 1020 1 T oy ioflr]f1f|o
40 1023 1 T oag b dpegfafjo
4 1023 1 T oo
42 1002 1 Tolofaa gl fo
43 485 0 oflaj(ofiojjajf1({joj(ajjiojjajlo
44 1012 1 T ofajfofpr{jajjofjajfi|jo
45 51 0 ofloj(ofiojjajfr{jojf1jojajlo
46 1013 1 Tofofaofpripapafprgfo
47 995 1 T e afofriptpfegfi1fo
48 1051 1 T e gfe
49 1045 1 T o e g f|o
50 1128 1 THoo g ofir o

(YES U & (Tap 2%)
¥ES Ul Total

(NO Ul & (Bottom 50%)

MO Ul Tatal

22
27

20
23

21

19
29

24
48

17
39

22

21
28

23120
40 132

8 |[13
1018

22

17
28

23

20
27

33

16
17

ka

24
47

AUDIT
St

b O ke L LD OO0 LD

[t A R Co R n B O R Rt R B wa R o B w p R Rt Ry R RO O R o 3 R o S R o R & R R AV R AV RE o Ry R R y F P

14.85
21.45

18.09
28.55

(B)

Audit Sum

1=GE4
0=LE3

A+ (B

2 ="GE 4" was Tap 2%
0="LE 3" was Bot. 50%

1= Mlisclassified

[}

RPN N R N e J RSP AR U S S S DU DU PR P By PP | PPN B Ry S oy S e PR oy P R e R o R PR R DR g B PP B P oy PR Y

MNMNRDNONORNNININDNRODRDINDID =000 == N0O00ON0O=N0O000N =N ==0KN=0=00MN/kK =

Activity Code 539

Classification By Optimal Audit Sums

Audit Sum ...
UI-DIF SCORES GE 4 LE 3 TOTAL
Top 2% 24 1 25
Bottom 50% 9 16 23
TOTAL 33 17 50

. Hao: Four or more Classifiers responding "YES" (to examine a return for unreported incorme)
were independent of High or Low LI Scores.

were agsociated with High or Low Ul Scores.

. Random chance, no greater than 5%, requires a chi-square wvalue of 3.841 or less.

Criterion: Reject Ho [(Accept Ha) at 5% if chi-square > 3.841.

Computation of Chi-Square

Observed Expected

L8] (E (0-E) (O-EF | (O-EFE
"YES" Ul & Top 2% 24 16.5 75 55.25 3.409
"WES" Ul & Bottam 4l ] 16.5 75 56.25 3.409
"NO" U & Top 2% 1 6.5 75 56.25 B.R1G
"NO" Ul & Bottorn 50° 16 8.5 75 56.25 G.E18
Chi-Square:| 20.053
Hi & Low Ul Scores Per Audit Sum
AUDIT Bottomn AUDIT CUM CUM Chi-
SUM Top 2% 50% SUMGE...| Top 2% | Bot. 50% | Sguare
11 ] 1 11 ] 1 A
10 ] ] 10 o 1 MAA,
9 3 ] 9 3 1 1.087
8 4 ] 8 7 1 5357
7 5 1 7 12 2 2.921
6 7 3 6 19 5 15705
5 1 1 5 20 B 156,705
1 4 3 4 24 R 20053
3 1 4 3 25 13 15.789
2 1] 3 2 25 16 10.976
1 ] 5 1 25 21 4,348
0 0 4 0 25 26 A,

H.: Four or more Classifiers responding "YES" (to examing a return for unreported incorme)

<= MWAX



Appendix E:

Resear ch Proposal For The Ul Study
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Testing The Efficacy Of Ul-DIF Formulas

By Lance Asner

Background

Unreported Income (U1) DIF Formulas were developed by the Office of Research.
They were developed by the DIF Team, Studies And Modding B (N:ADC:R:R:SDIB),
for the Denver DORA, now under SB/SE. UI-DIF Formulas were developed from the
most recent TCMP Survey of Individuds', and were developed for Activity Codes 532 to
539. Activity Codes 530 and 531 were not included because they displayed too few
returns with non-1RP unreported income.

Ul Formulas were developed using the DIF methodology, a proven technique for
workload sdlection. Workload was defined as returns with non-1RP unreported income.
Returns with high Ul Scores are expected to yield more unreported income than returns
with lower Ul Scores. High Ul Scores can be used by market specidists to identify
returns, many of which are expected to yied substantial unreported income.

High Ul Scores may justify tests for unreported income that might otherwise be
prohibited. Legidation enacted in RRA 98 stated, “ The Secretary shal not use financid
gtatus or economic redlity examination techniques to determine the existence of unreported
income of any taxpayer unless the Secretary has a reasonable indication thet thereisa
likelihood of such unreported income”? High Ul Scores may satisfy this requirement to
provide ‘areasonable indication that thereis alikelihood of such unreported income'.

The customer for UI-DIF Formulasis Centraized Workload Sdlection and Delivery,
Compliance Policy, SB/SE.

Study Plan

SB/SE would like to test of the efficacy of Ul Scoresin severa months, avoiding new
exams. New exams reguire many years to complete and evauate.

Expertsin unreported income will classfy returns with very high and low Ul Scores.
All information about the Ul Scores will be shielded from the classfiers. Classfierswill
screen returns and designate each return as ether “ Should Be Examined For Unreported
Income” or “ Should Not Be Examined For Unreported Income.” Results will be tabulated
and associated with the Ul Scores. Two conditions are necessary to vdidate the efficacy of
Ul Scores. (1) A strong association between high Ul Scores and “ Should Be Examined
For Unreported Income’, and (2) a strong association between low Ul Scores and * Should
Not Be Examined For Unreported Income’.  Wesak associations invalidate the Ul Scores.

1 Thell1-10 TCMP Survey involved Tax Y ear 1987 Individual returns filed in Processing Y ear 1988.

2 The IRS Restructuring and Reform Act of 1998, Code Sec. 7602, “ Examination Of Books And Witnesses’, (€),
“Limitation On Examination On Unreported Income.”




The sudy will test dl eight Ul Formulas. For each activity code, 50 returns will be
classfied, 25 returns with high Ul Scores and 25 returns with low Ul Scores. The 25
returns with high Ul Scores will be randomly sdected from among the two percent of
returns with highest Ul Scores. The 25 returns with low Ul Scores will be randomly
selected from among the fifty percent of returns with lowest Ul Scores. Experts will
classify the returns (with origin unknown) as ether “ Should Be Examined For
Unreported Income” or “Shoud Not Be Examined For Unreported Income’.

Eleven expertsin unreported income will classify 400 returns (50 returns per activity
code, for eight activity codes). Returnswill be displayed as MACS facsmiles and will
include MACS facamiles for two prior years. Expert classfication will require one week.
ThisisPhase 1. Phase 1 tedtsthe efficacy of the UI-DIF Formulas.

Phase 2 tests dlassification with MACS facamiles and with origind returns. Origind
returns may incdude line items not displayed on MACS facamiles, because they were not
transcribed during return processing. The two phases will be as smilar as possible.

Classifier recommendations to examine or not to examine returns will be cross tabulated
with high or low Ul Scoresin two-by-two tables. Statistical tests of the independence of
classfication will be completed for each set of 50 returns.

Procedures

The Ul Study will be conducted and coordinated by two experienced researchers,
(1) arepresentative of SB/SE Research in Denver (Rep-Denver), and (2) a representative
of SB/SE Compliance Policy in DC (Rep-DC). The Rep-Denver and the Rep-DC will
insure the integrity of the Ul Study. The following procedures will be observed:

1. Returnswill be sdlected for classfication a the MACS Development Center.
“Return Sdection For Classfication” gppears in the Appendix.

2. The Rep-Denver and the Rep-DC are the only persons who will communicate with
the Classfiers during the study.

3. Classfierswill beingructed NOT to discuss the returns, the classification process,
nor the sudy in generd, with anyone other than the Rep-Denver or the Rep-DC.
Communications about the study should be public and observed by dl Classfiers.

4. Eleven (11) dassfierswill be sdected for their experience with unreported incomein
Activity Codes 532 to 539.

5. One st of Study returnswill be prepared for each Classifier. Study returns will be
aranged in the same order for each activity code. Study returnswill be classfied in
the same order by dl Classfiers.

6. Classfierswill beingructed to safeguard their scorecards. Whenever scorecards are
not in use, they will be collected and secured by Rep-Denver or Rep-DC.



Security

The Ul Formulas are available on a‘ need-to-know’ basis. The formulas and related
materias must be safeguarded at dl times; they will be stored and locked in IRS
containers when not in use. Ul Formulas will be provided to MACS, and dl materids
associated with the Ul Formulas will be destroyed at the conclusion of this study.

Scor ecard

A scorecard summarizes one expert classifying 50 returns (one activity code). The Ul
Study involves 88 scorecards (11 scorecards per activity code for eight activity codes).
Experts record whether returns should or should not be examined for unreported income.
The Rep-Denver and Rep-DC will insure that scorecards are completed independently.
They will secure the scorecards when classification is not in progress. Scorecards will be
sent to the DIF Team for tabulation and andyss. A sample scorecard template follows:

Unrerported Income Study (Phase 1)

Activity Code:

Should The Return Be Examined

Classifier: For Unreported Income?
Seq# TIN YES NO
1 XXXXXXXXX
2 XXXXXXXXX
3 XXXXXXXXX
4 XXXXXXXXX
5 XXXXXXXXX
6 XXXXXXXXX
7 XXXXXXXXX
8 XXXXXXXXX
9 XXXXXXXXX
10 XXXXXXXXX
11 XXXXXXXXX
12 XXXXXXXXX
13 XXXXXXXXX
14 XXXXXXXXX
15 XXXXXXXXX
16 XXXXXXXXX
17 XXXXXXXXX
18 XXXXXXXXX
19 XXXXXXXXX
20 XXXXXXXXX
21 XXXXXXXXX
22 XXXXXXXXX
23 XXXXXXXXX




24 XXXXXXXXX
25 XXXXXXXXX
26 XXXXXXXXX
27 XXXXXXXXX
28 XXXXXXXXX
29 XXXXXXXXX
30 XXXXXXXXX
31 XXXXXXXXX
32 XXXXXXXXX
33 XXXXXXXXX
34 XXXXXXXXX
35 XXXXXXXXX
36 XXXXXXXXX
37 XXXXXXXXX
38 XXXXXXXXX
39 XXXXXXXXX
40 XXXXXXXXX
41 XXXXXXXXX
42 XXXXXXXXX
43 XXXXXXXXX
44 XXXXXXXXX
45 XXXXXXXXX
46 XXXXXXXXX
47 XXXXXXXXX
48 XXXXXXXXX
49 XXXXXXXXX
50 XXXXXXXXX

Scorecard Tabulation

Completed scorecards will be andized by the DIF Team of the Office Of Research.
Software macros will be developed to quickly complete the following:

1. Tabulation - Each scorecard will be tabulated as a two-by-two table.

CLASSIFICATION

"YES" NO"
Ul Score Ul ul TOTAL
Top 2% XX XX 25
Bottom 50% XX XX 25

TOTAL XX XX 50
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2. A two-by-two Average Table will be developed for each activity code. For

each activity code, the four intersections will be averaged across the 11 two-by-two
tables.

3. A two-by-two Consensus Table will be devel oped for each activity code. Each return
will be categorized by the majority of expert votesas either ‘YES Ul or ‘NO’ UI.

4. A datistical test of independence of dassification” will be completed for each of
the two-by-two table, asfollows.

(1) Ho: Hypothess- Responses of “YES’ and “NO” to examine returns for
unreported income were independent of High and Low Ul Scores.

(2) Ha Alternative Hypothes's - Responses of “YES' and “NO” to examine returns
for unreported income were associated with High and Low Ul Scores at levels
that were gatigticdly sgnificant.

(3) A five percent probakility if H, occurring randomly requires a chi-square of 3.841.
(one degree of freedom).

(4) Criterion: Reect H, (Accept Hy) if chi-square > 3.841.

Usefulness Of Each Ul Formula

Analyseswill be prepared by the DIF Team, Office Of Research, to assist SB/SE
evauate the usefulness of each Ul Formula

3 Charles T. Clark and Lawrence L. Schkade, Statistical Analysis For Administrative Decisions (Cincinnati:
South-West Publishing Co., 1974), pp. 376-378.




Appendix

Return Selection For Classification

Returns will be sdected for the study at the MACS Development Center, as follows:

Program the UI-DIF Formulas onto MACS.

For al TY 1999 Individud returnsfiled in PY 2000, extract the following fields for
Activity Codes 532 to 539; (1) Ul Score, (2) DIF Score, and (3) TIN.
(create extract files AC-532 to AC-539)

3. Sort returns by ‘Ul Score’, highest to lowest, for each activity code.

4. Create anew variable, ‘Randoml’, from arandom number generator, for each activity

10.

11.

12.

13.
Generate MACS facsimile returns by Sequence Number for PY 1999, prior year PY 1998, and

code.

Select the top two percent (2%) of returns with highest Ul Scores in each activity code
and sort by ‘RandomX’, highest to lowest.

Sdlect the 25 returns with the greatest vaues for ‘RandomX’ in each activity code.
Cdll the sat of 25 returnsfor each activity code, the ‘25 high'.
(creste extract files H25-532 to H25-539)

Sdlect the bottom fifty percent (50%) of returns with the lowest Ul Scoresin each
activity code and sort by ‘Randoml’, lowest to highest.

Sdlect the 25 returns with the lowest values for ‘Random1’ in each activity code.
Cdl the st of 25 returns for each activity code, the ‘25 low’.
(creste extract files L25-532 to L 25-539)

Combinethe ‘25 high” and ‘25 low’ returns for each activity code.
Cdl the st of 50 returns for each activity code, the ‘combined 50'.
(create extract files C50-532 to C50-539)

Create anew variable, ‘Random2’, from arandom number generator, for the
‘combined 50’ in each activity code.

Sort the *combined 50' by ‘Random?2’, lowest to highest. Call these returnsthe
‘random 50'. The ‘random 50" identify the returns in each activity code and their
arrangement for classfication. Create a new variable, * Sequence’, numbering each
return from oneto 50. ‘ Sequence’ will appear prominently on each facsimile return
and correspondsto ‘Seq # on the scorecard.

(creste files R50-532 to R50-539)

Create an Excel workbook with eight spreadsheets, one for each activity code.
Display the following items from the ‘random 50 for each activity code; (1) ‘Seq#,
(2) ‘Random 2', (3) ‘Ul Score', (4) ‘Random 1’, (5) TIN, and (6) DIF Score.
Workbook will be sent to the DIF Team.

Order origind returns of the ‘random 50" in each activity code for Phase 2.

prior year PY 1997, for the ‘random 50" in each activity code for Phase 1.



